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PRESIDENT'S COMPREHENSIVE REVIEW OF 

THE NAFTA 


THURSDAY, SEPTEMBER 11, 1997 

House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Trade, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 10 a.m., in room 
1100, Longworth House Office Building, Hon. Philip Crane (Chair- 
man of the Subcommittee) presiding. 

[The advisories announcing the hearing follow:] 


( 1 ) 
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ADVISORY 

FROM THE COMMITTEE ON WAYSAND MEANS 
SUBCOMMITTEE ON TRADE 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721 

J uly 3, 1997 
No. TR-11 


Crane Announces Hearing on the President's 
Comprehensive Review of the NAFTA 

Congressman Philip M. Crane (R-IL), Chairman, Subcommittee on Trade of the 
Committee on Ways and Means, today announced that the Subcommittee will hold 
a hearing on the President's comprehensive study of the operation and effects of the 
North American Free Trade Agreement (NAFTA). The hearing is the second in a 
series which began March 18, 1997, to consider major U.S. trade initiatives. The 
hearing will take place on Wednesday, J uly 16, 1997, in the main Committee hear- 
ing room, 1100 Longworth FI ouse Office Building, beginning at 10:00 a.m. 


BACKGROUND: 


The NAFTA entered into force on J anuary 1, 1994. Section 512 of P.L. 103-182, 
the NAFTA Implementation Act, requires the President to provide to Congress, by 
no later than J uly 1, 1997, a comprehensive report on the operation and effects of 
the Agreement, including an assessment of: (1) the net effect of the Agreement on 
the economy of the United States, (2) the industries in the United States that have 
significantly increased exports to Mexico and Canada as result of the Agreement, 
or in which imports into the United States from Mexico and Canada have increased 
as a result of the Agreement, (3) the extent to which investment in new or existing 
production in the United States has been redirected to Mexico as a result of the 
Agreement, (4) the extent of any increased investment in new or existing production 
in the United States as a result of the Agreement, and (5) the extent to which the 
Agreement has contributed to an improvement in real wages and working conditions 
in Mexico, effective enforcement of labor and environmental laws in Mexico, and the 
reduction or abatement of pollution in the United States-Mexico border region. 

In announcing the hearing. Chairman Crane stated: "In addition to creating the 
largest tariff-free zone comprising 370 million consumers and over $6.5 trillion of 
production, NAFTA set new standards for the protection of intellectual property 
rights, liberalization restrictions on foreign investment, and elimination of non-tariff 
trade barriers such as import licensing requirements. An accurate assessment of the 
effects of the Agreement on the U.S. economy and U.S. interests requires that, to 
the extent possible, the effects of NAFTA are distinguished from the effects of other 
economic events and trends which have occurred independently of this historic trade 
agreement." 


FOCUS OF THE HEARING: 


The purpose of the hearing is to receive testimony from the Administration and 
the public regarding the impact of the NAFTA on U.S. industry, agriculture, labor, 
and other parties. Witnesses should address whether the Agreement is serving the 
national interest of the United States, and whether it is operating as U.S. trade ne- 
gotiators and Congress intended. 
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DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD: 

Requests to be heard at the hearing must be made by telephone to Traci Altman 
or Bradley Schreiber at (202) 225-1721 no later than the close of business, Wednes- 
day, J uly 9, 1997. The telephone request should be followed by a formal written re- 
quest to A.L. Singleton, Chief of Staff, Committee on Ways and Means, U.S. House 
of Representatives, 1102 Longworth House Office Building, Washington, D.C. 20515. 
The staff of the Subcommittee on Trade will notify by telephone those scheduled to 
appear as soon as possible after the filing deadline. Any questions concerning a 
scheduled appearance should be directed to the Subcommittee on Trade staff at 
(202) 225-6649. 

In view of the limited time available to hear witnesses, the Subcommittee may 
not be able to accommodate all requests to be heard. Those persons and organiza- 
tions not scheduled for an oral appearance are encouraged to submit written state- 
ments for the record of the hearing. All persons requesting to be heard, whether 
they are scheduled for oral testimony or not, will be notified as soon as possible 
after the filing deadline. 

Witnesses scheduled to present oral testimony are required to summarize briefly 
their written statements in no more than five minutes. THE FIVE-MINUTE RULE 
WILL BE STRICTLY ENFORCED. The full written statement of each witness will 
be included in the printed record, in accordance with House Rules. 

I n order to assure the most productive use of the limited amount of time available 
to question witnesses, all witnesses scheduled to appear before the Subcommittee 
are required to submit 200 copies of their prepared statement and an IBM compat- 
ible 3.5-inch diskette in ASCII DOS Text format, for review by Members prior to 
the hearing. Testimony should arrive at the Subcommittee on Trade office, room 
1104 Longworth House Office Building, no later than Monday, J uly 14, 1997. Fail- 
ure to do so may result in the witness being denied the opportunity to testify in 
person. 


WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE: 


Any person or organization wishing to submit a written statement for the printed 
record of the hearing should submit at least six (6) single-space legal-size copies of 
their statement, along with an IBM compatible 3.5-inch diskette in ASCI I DOS Text 
format only, with their name, address, and hearing date noted on a label, by the 
close of business, Wednesday, J uly 30, 1997, to A.L. Singleton, Chief of Staff, Com- 
mittee on Ways and Means, U.S. House of Representatives, 1102 Longworth House 
Office Building, Washington, D.C. 20515. If those filing written statements wish to 
have their statements distributed to the press and interested public at the hearing, 
they may deliver 200 additional copies for this purpose to the Subcommittee on 
Trade office, room 1104 Longworth House Office Building, at least one hour before 
the hearing begins. 


FORMATTING REQUIREMENTS: 


Each statement presented for printing to the Committee by a witness, any written statement 
or exhibit submitted for the printed record or any written comments in response to a request 
for written comments must conform to the guidelines listed below. Any statement or exhibit not 
in compliance with these guidelines will not be printed, but will be maintained in the Committee 
files for review and use by the Committee. 

1. All statements and any accompanying exhibits for printing must be typed in single space 
on legal-size paper and may not exceed a total of 10 pages including attachments. At the same 
time written statements are submitted to the Committee, witnesses are now requested to submit 
their statements on an IBM compatible 3.5-inch diskette in ASCII DOS format. 

2. Copies of whole documents submitted as exhibit material will not be accepted for printing. 
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material 
not meeting these specifications will be maintained in the Committee files for review and use 
by the Committee. 

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub- 
lic hearing, or submitting written comments in response to a published request for comments 
by the Committee, must include on his statement or submission a list of all clients, persons, 
or organizations on whose behalf the witness appears. 
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4. A supplemental sheet must accompany each statement listing the name, full address, a 
telephone number where the witness or the designated representative may be reached and a 
topical outline or summary of the comments and recommendations In the full statement. This 
supplemental sheet will not be Included In the printed record. 

The above restrictions and limitations apply only to material being submitted for printing. 
Statements and exhibits or supplementary material submitted solely for distribution to the 
Members, the press and the public during the course of a public hearing may be submitted In 
other forms. 


Note: All Committee advisories and news releases are available on the World 
Wide Web at 'http://WWW.HOUSE.GOV/WAYS_IV1EANS/'. 


The Committee seeks to make Its facilities accessible to persons with disabilities. 
If you are In need of special accommodations, please call 202-225-1721 or 202-225- 
1904 TTD/TTY In advance of the event (four business days notice Is requested). 
Ouestlons with regard to special accommodation needs In general (Including avail- 
ability of Committee materials In alternative formats) may be directed to the Com- 
mittee as noted above. 


***NOTICE— HEARING POSTPONEMENT*** 

ADVISORY 

FROM THE COMMITTEE ON WAYSAND MEANS 
SUBCOMMITTEE ON TRADE 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-6649 

J uly 11, 1997 

No. TR-ll-RevIsed 


Postponement of Subcommittee Hearing on 
the President's Comprehensive Review of the 
NAFTA Wednesday, J uly 16, 1997 

Congressman Philip M. Crane (R-IL), Chairman of the Subcommittee on Trade 
of the Committee on Ways and Means, today announced that the Subcommittee 
hearing on the President's comprehensive study of the operation and effects of the 
North American Free Trade Agreement (NAFTA), previously scheduled for Wednes- 
day, J uly 16, 1997, at 10:00 a.m., In the main Committee hearing room, 1100 Long- 
worth House Office Building, has been postponed and will be rescheduled at a later 
date. 

In making the announcement, Congressman Crane stated, "I am postponing at 
the request of the Administration. I believe It Is vital for the Subcommittee to over- 
see the Impact of NAFTA on our workers, businesses, and consumers. Therefore, I 
look forward to holding the hearing as soon as possible so that we may have an op- 
portunity to thoughtfully analyze and review the report." 

(See Subcommittee press release No. TR-11, dated J uly 3, 1997.) 
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ADVISORY 

FROM THE COMMITTEE ON WAYSAND MEANS 
SUBCOMMITTEE ON TRADE 

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721 

August 13, 1997 
No. TR-14 


Crane Announces Rescheduling of Hearing 
on the President's Comprehensive Review 
of the NAFTA 

Congressman Philip M. Crane (R-IL), Chairman, Subcommittee on Trade of the 
Committee on Ways and Means, today announced that the Subcommittee has re- 
scheduled the hearing on the President's comprehensive study of the operation and 
effects of the North American Free Trade Agreement (NAFTA). The hearing was 
previously scheduled for J uly 16, 1997 (Subcommittee press release No. TR-11). The 
hearing will take place on Thursday, September 11, 1997, in the main Committee 
hearing room, 1100 Longworth FI ouse Office Building, beginning at 10:00 a.m. 

In announcing the hearing. Chairman Crane stated: "I believe it is important for 
the Subcommittee to examine closely the effects of the NAFTA and to provide an 
opportunity to discuss the Administration's report. In addition to creating the larg- 
est tariff-free trade zone comprising 370 million consumers and over $6.5 trillion of 
production, NAFTA set new standards for protection of intellectual property rights, 
liberalization restrictions on foreign investment, and elimination of non-tariff trade 
barriers such as import licensing requirements. An accurate assessment of the ef- 
fects of the Agreement on the U.S. economy and U.S. interests requires that, to the 
extent possible, the effects of the NAFTA are distinguished from the effects of other 
economic events and trends which have occurred independently of this historic trade 
agreement." 


DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD: 

Requests to be heard at the hearing must be made by telephone to Traci Altman 
or Bradley Schreiber at (202) 225-1721 no later than close of business, Thursday, 
September 4, 1997. The telephone request should be followed by a formal written 
request to A.L. Singleton, Chief of Staff, Committee on Ways and Means, U.S. 
Flouseof Representatives, 1102 Longworth Flouse Office Building, Washington, D.C. 
20515. The staff of the Subcommittee on Trade will notify by telephone those sched- 
uled to appear as soon as possible after the filing deadline. Any questions concern- 
ing a scheduled appearance should be directed to the Subcommittee on Trade staff 
at (202) 225-6649. 

In view of the limited time available to hear witnesses, the Subcommittee may 
not be able to accommodate all requests to be heard. Those persons and organiza- 
tions not scheduled for an oral appearance are encouraged to submit written state- 
ments for the record of the hearing. All persons requesting to be heard, whether 
they are scheduled for oral testimony or not, will be notified as soon as possible 
after the filing deadline. 

Witnesses scheduled to present oral testimony are required to summarize briefly 
their written statements in no more than five minutes. TFIE FIVE-MINUTE RULE 
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WILL BE STRICTLY ENFORCED. The full written statement of each witness wiii 
beinciuded in the printed record, in accordance with FlouseRuies. 

I n order to assure the most productive use of the iimited amount of time avaiiabie 
to question witnesses, aii witnesses scheduied to appear before the Subcommittee 
are required to submit 200 copies of their prepared statement and an IBM compat- 
ible 3.5-inch diskette in ASCII DOS Text or 5.1 WordPerfect format, for review by 
Members prior to the hearing. Testimony should arrive at the Subcommittee on 
Trade office, room 1104 Longworth Flouse Office Building, no later than Tuesday, 
September 9, 1997. Failure to do so may result in the witness being denied the op- 
portunity to testify in person. 


WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE: 

Any person or organization wishing to submit a written statement for the printed 
record of the hearing should submit at least six (6) single-space legal-size copies of 
their statement, along with an IBM compatible 3.5-inch diskette in ASCI I DOS Text 
or 5.1 WordPerfect format only, with their name, address, and hearing date noted 
on a label, by the close of business, Thursday, September 25, 1997, to A.L. Single- 
ton, Chief of Staff, Committee on Ways and Means, U.S. Flouse of Representatives, 
1102 Longworth Flouse Office Building, Washington, D.C. 20515. If those filing writ- 
ten statements wish to have their statements distributed to the press and interested 
public at the hearing, they may deliver 200 additional copies for this purpose to the 
Subcommittee on T rade office, room 1104 Longworth Flouse Office Building, at least 
one hour before the hearing begins. 

FORMATTING REQUIREMENTS: 


Each statement presented for printing to the Committee by a witness, any written statement 
or exhibit submitted for the printed record or any written comments in response to a request 
for written comments must conform to the guidelines listed below. Any statement or exhibit not 
in compliance with these guidelines will not be printed, but will be maintained in the Committee 
files for review and use by the Committee. 

1. All statements and any accompanying exhibits for printing must be typed in single space 
on legal-size paper and may not exceed a total of 10 pages including attachments. At the same 
time written statements are submitted to the Committee, witnesses are now requested to submit 
their statements on an IBM compatible 3.5-inch diskette in ASCII DOS Text or 5.1 WordPerfect 
format. Witnesses are advised that the Committee will rely on electronic submissions for print- 
ing the official hearing record. 

2. Copies of whole documents submitted as exhibit material will not be accepted for printing. 
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material 
not meeting these specifications will be maintained in the Committee files for review and use 
by the Committee. 

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub- 
lic hearing, or submitting written comments in response to a published request for comments 
by the Committee, must include on his statement or submission a list of all clients, persons, 
or organizations on whose behalf the witness appears. 

4. A supplemental sheet must accompany each statement listing the name, full address, a 
telephone number where the witness or the designated representative may be reached and a 
topical outline or summary of the comments and recommendations in the full statement. This 
supplemental sheet will not be included in the printed record. 

The above restrictions and limitations apply only to material being submitted for printing. 
Statements and exhibits or supplementary material submitted solely for distribution to the 
Members, the press and the public during the course of a public hearing may be submitted in 
other forms. 


Note: All Committee advisories and news releases are available on the World 
Wide Web at 'http://WWW.HOUSE.GOV/WAYS_MEANS/'. 


The Committee seeks to make Its facilities accessible to persons with disabilities. 
If you are In need of special accommodations, please call 202-225-1721 or 202-226- 
3411 TTD/TTY In advance of the event (four business days notice Is r^uested). 
Ouestlons with regard to special accommodation needs In general (Including avail- 
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ability of Committee materials in alternative formats) may be directed to the Com- 
mittee as noted above. 


Chairman Crane. The Subcommittee will come to order. Will all 
of our visitors please take seats as quickly as possible. I apologize 
for starting without our full representation on this panel, but we're 
going to be hard pressed today because of activity on the floor. As 
a result of that, I think we should proceed with who is here. 

This is a meeting in the Ways and Means Subcommittee on 
T rade to consider the President's study on the operation and effects 
of the North American FreeTrade Agreement. While I want to wel- 
come Ambassador Lang to the Subcommittee, I do regret that Am- 
bassador Barshefsky and Secretary Daley will not appear today. 
The President's report is a good one, and it's unfortunate that the 
White House and cabinet officials are not actively engaged in dis- 
cussing the benefits of NAFTA so that the many unfair, unsubstan- 
tiated allegations surrounding this trade agreement can be laid to 
rest. 

There is no doubt that NAFTA has taken a bum rap, receiving 
blame for job loss in the United States, as well as for a host of 
longstanding and serious problems we face along the border with 
Mexico. The purpose of today's hearing is to get the facts out on 
the table so that the many allegations about NAFTA can be evalu- 
ated in a fair light. 

The President's NAFTA report is an important document. It con- 
firms my view that NAFTA has had a decidedly positive impact on 
the U.S. economy by increasing the competitiveness of U.S. indus- 
try and contributing to the creation of high-wage jobs for U.S. 
workers. In the 3V2 years since implementation, trade among Can- 
ada, Mexico, and the United States has grown about 50 percent, 
promoting intraindustry trade, specialization, and improved United 
States productivity ancf performance in the global economy. The an- 
nual rate of growth for United States exports to Mexico is 23 per- 
cent, compared to 5 percent for j apan and 4 percent for the Euro- 
pean Union. Mexico is on the verge of overtaking j apan as the sec- 
ond largest destination for United States exports. 

Today, we will hear from witnesses such as Larry Liebenow, 
chief executive officer of Quaker Fabric Corp. in southwestern Mas- 
sachusetts, who will discuss the positive impact that NAFTA has 
on small- and medium-sized businesses, and on their capacity to 
create new well-paying jobs in the United States. Equally signifi- 
cant is the beneficial effect NAFTA has had on United States- 
Mexico relations and on our ability to ensure that Mexico continues 
along a path of economic reform and political stability. Weathering 
the peso crisis in the worst recession in Mexico since the thirties, 
NAFTA disciplines stopped Mexico from moving to restrict United 
States exports. With the 10-percent tariff advantage over non- 
NAFTA suppliers, the United States share of Mexico's import mar- 
ket jumped from 69.3 percent to 75.5 percent. 

It's clear that under NAFTA, we face the next century better 
equipped to stem the flow of illegal drugs and immigration, and to 
address environmental problems along the 2,000-mile border the 
United States shares with Mexico. 
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Finally, our discussion today should not overlook the dynamic re- 
lationship we have with Canada, our largest trading partner with 
whom bilateral trade is now largely duty free by virtue of the his- 
torical United States-Canada Free Trade Agreement concluded in 
1988. With these comments, I will yield now to our ranking Demo- 
crat on the Full Committee, Mr. Rangel, and then to other col- 
leagues for their perspective on the success of NAFTA, and on the 
outlook for the future of trade in our hemisphere. 

[The opening statement follows:] 

Opening Statement of Chairman Philip Crane, A Representative in 
Congress from the State of I llinois 

Good Morning, this is a meeting of the Ways and Means Subcommittee on Trade 
to consider the President’s Study on the Operation and Effects of the North Amer- 
ican Free Trade Agreement (NAFTA). Whiie I want to weicome Ambassador Lang 
to the Subcommittee, I do regret that Ambassador Barshefsky and Secretary Daiey 
wiii not appear today. The President's report is a good one, and it is unfortunate 
that the White Fiouse and Cabinet officiais are not activeiy engaged in discussing 
the benefits of NAFTA, so that the many unfair, unsubstantiated aiiegations sur- 
rounding this trade agreement can be iaid to rest. 

There is no doubt that NAFTA has taken a bum rap, receiving biame for job ioss 
in the U.S., as weii as for a host of iongstanding and serious probiems we face aiong 
the border with Mexico. The purpose of today's hearing is to get the facts out on 
the tabie, so that the many aiiegations about NAFTA can be evaiuated in a fair 
iight. 

The President's NAFTA report is an important document; it confirms my view 
that NAFTA has had a decidediy positive impact on the U.S. economy, by increasing 
the competitiveness of U.S. industry and contributing to the creation of high-wage 
jobs for U.S. workers. In the three and a half years since implementation, trade 
among Canada, Mexico and the United States has grown about 50%, promoting 
intra-industry trade, specialization and improved United States productivity and 
performance in the global economy. The annual rate of growth of U.S. exports to 
Mexico is 23%, compared to five percent for J apan and four percent for the Euro- 
pean Union. Mexico is on the verge of overtaking J apan as the second largest des- 
tination for U.S. exports. 

Today we will hear from witnesses such as Larry Liebanow, CEO of Quaker Fab- 
ric Corporation in Southwestern Massachusetts, who will discuss the positive impact 
that NAFTA has on small and medium-sized businesses and on their capacity to 
create new, well-paying jobs in the U.S. 

Equally significant is the beneficial effect NAFTA has had on U.S. -Mexico rela- 
tions and on our ability to ensure that Mexico continues along a path of economic 
reform and political stability. Weathering the peso crisis and the worst recession in 
Mexico since the 1930s, NAFTA disciplines stopped Mexico from moving to restrict 
U.S. exports. With a ten percent tariff advantage over non-NAFTA suppliers, the 
U.S. share of Mexico's import market jumped from 69.3% to 75.5%. 

It is clear that under NAFTA we face the next century better equipped to stem 
the flow of illegal drugs and immigration, and to address environmental problems 
along the 2,000 mile border the U .S. shares with Mexico. 

Finally, our discussion today should not overlook the dynamic relationship we 
have with Canada, our largest trading partner, with whom bilateral trade is now 
largely duty-free, by virtue of the historic U.S. -Canada Free Trade Agreement con- 
cluded in 1988. 

With these comments, I will yield to our Ranking Member, Mr. Matsui, and then 
to other colleagues for their perspective on the success of NAFTA, and on the out- 
look for thefuture of trade in our hemisphere. 


Chairman Crane. Mr. Rangel. 

Mr. Rangel. Thank you, Mr. Chairman. I ask unanimous con- 
sent that the statement to be made by Congressman Matsui, the 
Ranking Member of the Trade Subcommittee, be entered into the 
record. 
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Chairman Crane. Without objection so ordered. 

[The opening statement of Mr. Matsui foiiows:] 

OPENING STATEMENT OF CONGRESSMAN ROBERT MATSUI 
SUBCOMMITTEE ON TRADE HEARING 
ON ADMINISTRATION' S NAFTA REVIEW 
September 11, 1997 


I BELIEVE THIS HEARING SHOULD HELP TO PLACE IN 
PERSPECTIVE THE IMPACT OF THE NAFTA SO FAR ON THE U.S. 
ECONOMY OVERALL AS WELL AS ON INDIVIDUAL INDUSTRIES AND 
LABOR. AT THE TIME CONGRESS DEBATED PASSAGE OF THE 
NAFTA IMPLEMENTING LEGISLATION, PROPONENTS ARGUED IT 
WOULD CREATE A BOOM FOR THE U.S. ECONOMY AND EXPORTS 
AND A SUBSTANTIAL NUMBER OF U.S. JOBS. OPPONENTS 
PREDICTED A HUGE NEGATIVE IMPACT ON THE U.S. TRADE 
BALANCE AND ON JOBS AND WAGES. WHILE NAFTA PROPONENTS 
AND OPPONENTS CONTINUE TO POINT TO STUDIES THAT SUPPORT 
THEIR RESPECTIVE PREDICTIONS, REALITY HAS BORNE OUT 
NEITHER PREDICTION. 

THE BASIC CONCLUSION IN THE PRESIDENT'S REPORT TO 
THE CONGRESS, REFLECTING SEVERAL STUDIES, IS THAT THE 
NAFTA HAS "CONTRIBUTED" TO AMERICA' S ECONOMIC EXPANSION 
AND HAD A "MODEST POSITIVE EFFECT" ON U.S. NET EXPORTS, 
INCOME, INVESTMENT, AND EXPORT-RELATED JOBS. SO WHILE 
THE POTENTIAL BENEFITS OF NAFTA MAY HAVE BEEN 
EXAGGERATED THREE YEARS AGO, THE DIRE PREDICTIONS OF 
MASSIVE JOB DISPLACEMENT AND DISRUPTIVE IMPORTS HAVE 
NOT MATERIALIZED. THE BOTTOM LINE IS THAT NAFTA ON 
BALANCE HAS BEEN POSITIVE FOR THE UNITED STATES 


ECONOMY . 



10 


THE PRESIDENT' S REPORT HIGHLIGHTS TWO MAIN POINTS 
ABOUT THE NAFTA WHICH CANNOT BE DISPUTED: FIRST, THE 
U.S. MARKET WAS ALREADY LARGELY OPEN BEFORE THE NAFTA 
WAS NEGOTIATED, WHEREAS MAJOR MEXICAN BARRIERS TO U.S. 
TRADE AND INVESTMENT WERE ELIMINATED BECAUSE OF NAFTA 
TO THE BENEFIT OF OUR EXPORTERS. SECOND, THE U.S. 

SHARE OF MEXICO' S IMPORT MARKET AND HIGHER- PAYING 
AMERICAN JOBS RELATED TO EXPORTS HAVE INCREASED UNDER 
NAFTA. NAFTA'S DISCIPLINES ENSURED THAT MEXICO'S 
MARKETS REMAINED OPEN AND ITS PESO DEVALUATION AND 
ECONOMIC RECESSION DID NOT HAVE A GREATER NEGATIVE 
IMPACT ON ACCESS TO THE MEXICAN MARKET AND THE U.S. 
TRADE BALANCE. 

WHILE MORE OPEN MARKETS BENEFIT OUR ECONOMY 
OVERALL, WE MUST ALSO RECOGNIZE AND ADDRESS THE REALITY 
THAT MAJOR TRADE AGREEMENTS, PARTICULARLY WITH A 
DEVELOPING COUNTRY, HAVE A DIFFERENTIAL IMPACT ON 
INDIVIDUAL SECTORS OF OUR ECONOMY AND DO RESULT IN BOTH 
SECTORAL JOB LOSSES AS WELL AS SECTORAL GAINS. WE NEED 
TO FOCUS GREATER ATTENTION ON WAYS TO MAXIMIZE THE 
BENEFITS OF TRADE AGREEMENTS FOR ALL AMERICANS, AS WELL 
AS ADDRESS THE RELATIONSHIP BETWEEN TRADE AND LABOR AND 
ENVIRONMENTAL STANDARDS IN OUR GLOBALIZED ECONOMY. 

I WELCOME THE BROAD INTEREST IN TODAY'S HEARING AS 


Mr. Rangel. I just want to join with your statement that we do 
need the facts to clarify just how many setbacks we've had in ex- 
panding trade through the North American Free Trade Agreement. 
I don't think anyone can challenge the fact that our President 
needs the authority to continue to expand the opportunity for trade 
for our great Nation. The question is, How much pain is involved 
in this progressive move, and what does the President intend to do 
about it? 
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I think to a large extent, those of us who are considering sup- 
porting a fast track have to find out as to how many people don't 
have access to these high-paying, high-tech jobs and whether or not 
there are provisions being made that working Americans and un- 
employed Americans not suffer all of the pains of this progressive 
trade boom that we're enjoying. 

I see now that Mr. Matsui has arrived. Even though his state- 
ment has already been submitted in the record, at this time, I 
would like to yield to Mr. Matsui. 

Mr. Matsui. Well, thank you, Mr. Rangel. I would like to thank 
the Chairman and Mr. Rangel and all the witnesses. I think my 
statement that Mr. Rangel has placed in the record speaks for 
itself. I supported NAFTA. I think it has worked. I think it's some- 
thing that has stabilized United States-Mexican relations. In addi- 
tion to that, I believe we will see the benefits of NAFTA in the fu- 
ture as we have over the last few years. 

I look forward to the testimony of my colleagues sitting here. 

Thank you. 

Chairman Crane. Thank you both very much. With that, we'll 
begin this hearing with Congressman Dreier from California, Con- 
gressman Levin from Michigan, Congressman Kaptur from Ohio, 
Congressman Kolbe from Arizona, and Congresswoman Velazquez 
from the State of New York. 

Let me ask in the interest of trying to move the hearing along, 
that you try in your oral presentation to confine it to approximately 
5 minutes. Your printed statements will be made a part of the per- 
manent record. 

Mr. Dreier. 

STATEMENT OF HON. DAVID DREIER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 

Mr. Dreier. Thank you very much, Mr. Chairman. So my staff- 
prepared remarks will, as you said, appear completely in the 
record. 

It's a great honor to once again be summoned before this very 
important Subcommittee to deal with an issue that has been im- 
portant. I congratulate you and Mr. Rangel and Mr. Matsui and 
Mr. McNulty and other Members of the Subcommittee who have 
been very, very diligent in looking closely at this issue. 

I think back on the history of this very controversial question. I 
go back to November 7, 1979, when Ronald Reagan announced his 
candidacy for President of the United States. In that announce- 
ment, he envisaged a North American accord which would include 
our neighbors. Then 9 years ago, Mr. Kolbe asked me to join with 
him as a cosponsor of his legislation which would call for the elimi- 
nation of tariff barriers. It took a long time to bring this about. But 
clearly, we were on the cutting edge of what I think is a very posi- 
tive indication of what is to come. 

I want to say that as we look at the report that has come out, 

I am encouraged by so many aspects of it, because as I serve now 
in my ninth term, there are many many accomplishments of which 
I am very proud. If not at the top, right near the top of the list 
is passage of the North American F ree T rade Agreement. 
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But as we l<x)k at where we are going now, it seems to me there 
are a number of questions that do need to be addressed because as 
we look at the very harsh criticism that has been leveled toward 
the North American Free Trade Agreement by a very, very out- 
spoken group, and they protested yesterday in front of the White 
House during the event the President held, it seems to me we have 
got to look at what the gauge of success is. 

One of the most important things that has really troubled me is 
the fact that when you look at the true measure of an administra- 
tion's success on trade policy, it is the level of public support that 
exists for it. Unfortunately, we have not seen the kind of strong 
leadership that we really should have. Unfortunately, we have not 
had the kind of strong and passionate commitment for the North 
American Free Trade Agreement from the President using the 
bully pulpit as we have seen from those outspoken opponents. One 
of the reasons for that, Mr. Chairman, is the fact that we have 
seen focus on the issue of trade simply on that 18th century mer- 
cantilist view, that the only benefit from trade happens to be in job 
creating and exports. Half of the equation is so often ignored. 

While the President gave a terrific speech yesterday in talking 
about his commitment toward free trade and fast track, unfortu- 
nately he failed to move beyond that half of the equation, simply 
talking about exports and jobs, not talking about the critical bene- 
fit to our economy of imports and international investment. 

NAFTA is one aspect. As Charlene Barshevsky has pointed out 
time and time again, it's one aspect of our overall trade policy, but 
that plays an important role in promoting comparative advantage, 
which allows us to devote our resources to producing the things 
that we produce most efficiently. It increases competition, which 
clearly pushes American firms to operate most efficiently and effec- 
tively. It increases access to the lowest cost components which al- 
lows American firms to produce the lowest cost final products for 
the world. Of course, the greater flow of information and tech- 
nology across borders allows us to learn from other countries, and 
lower prices helps keep inflation down and it raises the living 
standards of worfcing families. 

Now 4 years after the tremendous debate that we saw on the 
North American Free Trade Agreement, we are all still waiting for 
the three words that probably ring out with most Americans on 
that, the giant sucking sound of jobs that were going to rush to 
Mexico. Millions of jobs were going to move to Mexico. The report 
that this Subcommittee is considering and every other serious anal- 
ysis of the North American Free Trade Agreement reveals that 
claim to be totally baseless. 

NAFTA has promoted increased exports to Mexico. Even with the 
severe economic downturn in 1995, trade between the United 
States and Mexico reached $140 billion last year, which was a 
record year. NAFTA has resulted in an increase in imports from 
Mexico and Canada. That's not a failure of NAFTA. It's another ex- 
ample of the success of NAFTA. Again, in talking about the impor- 
tance of i mports to us. 

During the debate, I remember Mr. Matsui and I raised this 
issue several times during debate. We talked about the idea of 
keeping so many of these jobs within our own hemisphere. To be 
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very direct about it, I would like to see more and more imports 
coming to us from Canada and Mexico because clearly that benefits 
our hemisphere. I know it's at the expense of the Pacific rim, but 
frankly, keeping them here was one of the real reasons we strongly 
supported the NAFTA. 

I nternational trade is a cornerstone of M r. Matsui's and my State 
of California, employing nearly a half a million of our workers in 
California, and exports from our State have increased $34 billion 
in just the past 3 years. It's been, as I say, a very critical job cre- 
ator. Nearly 20 percent of all of California's manufactured exports 
are going to NAFTA partners. The State's exports to Mexico have 
increased by $2.7 billion to $9.1 billion under the NAFTA. 

Now one of the things that is also very troubling is the fact that 
as we look at the issue of NAFTA, it is not simply a trade agree- 
ment. It's a very important foreign policy tool for us. We saw the 
local election in Mexico City take place. While we may not have 
been ecstatic at the outcome of the election with the election of Mr. 
Cardenas as mayor, the fact is it demonstrates that NAFTA is 
working. Why? Because the NAFTA locked in privatization, further 
democratization, decentralization. Those are the kinds of things I 
believe are a great signal to the rest of the world that can not be 
ignored. 

The presumed unpopularity of NAFTA among the American peo- 
ple is not a reflection of economic reality. It's a reflection of, as I 
said, those nonstop protectionist attacks that are trying to use anti- 
Mexican racism to further their antifree trade agenda. I think the 
recent Business Week poll regarding NAFTA shows that not much 
has changed in the past few years. In April 1995, at the heart of 
the peso collapse and U.S.-sponsored recovery prpgram, 48 percent 
supported the NAFTA and 39 percent opposed it. Today, after 3 
more years of constant attacks by protectionists, 42 percent support 
NAFTA and 36 percent oppose it. In other words, it's a plus nine 
margin that's become a plus six margin, hardly massive 
unpopularity. 

So it seems to me, Mr. Chairman, that as we look at this success 
record, it has been great, contrary to the attacks that so many peo- 
ple have leveled against it. I believe that our goal should be to ex- 
pand rather than limit the scope of what has been a very, very 
positive vision. 

Thank you very much. 

[The prepared statement follows:] 

statement of Hon. David Dreier, a Representative in Congress from the 

State of California 

Mr. Chairman, Members of the Committee, thank you for hoiding this important 
hearing regarding the successes of the North American Free Trade Agreement. It 
isaiwaysa priviiege to appear before the August House Ways & Means Committee. 

Mr. Chairman, the true measure of a President's success on trade poli^ is the 
ievei of pubiic support for maintaining an open internationai economy. It is appro- 
priate to ask if the President has adequateiy expiained to the American peopie aii 
of the benefits of NAFTA. Has he worked as hard to defend NAFTA and free trade 
as protectionists have worked to tear it down? 

One major concern I have had with the Administration's trade policy in general, 
and with its policy on NAFTA in particular, has been the reliance on exports alone 
to justify free trade. In short, it is a mercantalist myth that trade only has value 
so far as it leads to exports. The President's speech on fast track yesterday, while 
laudable, failed again to expand the defense for free trade beyond exports and jobs. 
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Mr. Speaker, exports are important, but they are a small part of the story. The 
reality is that NAFTA, as one aspect of our nation's overall free trade policy, plays 
an important role in promoting 

1. Comparative advantage, which allows us to devote our resources to producing 
the things we produce most efficiently: 

2. Increased competition, which clearly pushes American firms to operate most ef- 
ficiently and effectively: 

3. Access to the lowest-cost components, which allows American firms to produce 
the lowest-cost finished products in the world: 

4. A greater flow of information and technology across borders, which lets us learn 
from other countries: and 

5. Lower prices, which restrains inflation and raises the living standards of work- 
ing families. 

These are the primary benefits of NAFTA and free trade. These are the economic 
forces that have kept our nation's economy strong, while other advanced economies 
around the globe suffer high unemployment and slow growth. 

Mr. Chairman, four years after the national NAFTA debate, the one clear image 
that remains in our minds is Ross Perot claiming that we would hear a "massive 
sucking sound" as millions of American jobs moved to Mexico. The Administration's 
NAFTA Report, as well as every other serious economic analysis of NAFTA, reveals 
that claim to be baseless. 

It is clear that NAFTA has promoted increased exports to Mexico. Even with the 
severe economic downturn in Mexico in 1995, trade between the United States and 
Mexico reached $140 billion in 1996— a record year. 

NAFTA has also resulted in an increase in imports from Mexico and Canada. 
That is not a failure of NAFTA— that is another example of its success. NAFTA was 
designed explicitly to give Mexican products an advantage in the fierce competition 
against similar products from other low-wage exporters, especially those in Asia. To 
be blunt, it benefits the United States more to create jobs and wealth across the 
border in Mexico rather than across the Pacific Ocean. 

In my home state of California, international trade is a cornerstone of economic 
recovery, employing nearly a half million workers. Exports from the state have in- 
creased $34 billion in just the past three years. NAFTA has clearly contributed to 
job creation in California. Nearly 20 percent of all of California's manufactured ex- 
ports go to NAFTA partners, and the state's exports to Mexico have increased by 
$2.7 billion, to a total of $9.1 billion a year. 

Mr. Chairman, I also regret that the Administration Report on NAFTA failed to 
mention that NAFTA is more than a trade agreement, it is a cornerstone of our re- 
gional foreign policy. As we saw this summer in Mexico, democracy and free mar- 
kets are moving forward together. NAFTA is a critical underpinning of our relation- 
ship, which is based on mutual respect, friendship and a commitment to prosperity 
and a healthier standard of living in the 21st Century. 

Finally, Mr. Chairman, I believe that the presumed unpopularity of NAFTA 
among the American people is a reflection of the non-stop attack by some protection- 
ists who promote an anti-Mexican bias to further their anti-trade agenda. With un- 
employment at a three decade low, NAFTA is clearly not, in reality, a massive job 
killer. 

The recent BUSINESS WEEK poll regarding NAFTA shows that public views on 
the agreement have not changed much in the past 3 years. In April 1995, at the 
height of the peso collapse and U.S. -sponsored recovery program, 48 percent sup- 
ported NAFTA, and 39 percent opposed it. Today, after three more years of constant 
attack by protectionists, 42 percent support NAFTA and 36 percent oppose it. 

I look forward to the Committee bringing the facts before the American people to 
show that NAFTA and free trade are vital components of a pro-growth economic pol- 
icy for the 21st Century. 


Chairman Crane. Thank you, Mr. Dreier. Before we yield to Mr. 
Levin, we know that you have Rules Committee responsibilities. So 
you excuse yourself when you have to leave. 

Mr. Dreier. Thank you very much, Mr. Chairman. 

Chairman Crane. Sure thing. 

Mr. Levin. 
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STATEMENT OF HON. SANDER M. LEVIN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MICHIGAN 

Mr. Levin. Thank you, Mr. Chairman and my colleagues. Mr. 
Dreier has kind of given his notion of the broad context of the dis- 
pute and discussion over NAFTA. I would now like to give mine. 
It is quite different. 

There is a central issue at the heart of the present turbulence 
in the United States over international trade. It was raised by 
some of us in the debate over NAFTA. It's bubbling more vigor- 
ously to the surface regarding fast track. 

This is the issue: Economic globalization for the United States is 
increasingly moving from competition with Europe, J apan, and 
other industrialized nations to trade and competition with develop- 
ing nations, from Mexico and Brazil to China and India. These na- 
tions have vastly lower wage and salary levels, usually embedded 
with tight central state control over all aspects of their labor mar- 
kets and state subsidization of the instruments of production. 

Trade with these developing countries has captured an increas- 
ing share of total imports into the United States rising from 36 
percent in 1987 to almost 45 percent last year. It is increasingly 
a major factor in the United States trade deficit with Mexico as 
well as China. 

This new reality has been occurring at the same time as contin- 
ued income stagnation and job insecurity in the United States. 
There is increasing concern here about the connection between 
these two phenomena, a stagnating American standard of living for 
many, and increasing trade and competition from low wage, highly 
centralized developing economies. I just want to urge that we take 
this issue seriously. 

Recent economic literature indicates that the negative effects of 
trade on wages has been creeping up over time, today accounting 
for up to 20 percent of the rise in wage differential between skilled 
and unskilled labor in America. 

In the polarized world of discussions about trade, it isn't easy to 
discuss this issue. We heard some of the same cries about protec- 
tionism when we raised issues of market access in trade agree- 
ments, especially with j apan. It turned out that these issues of 
market access with j apan were real ones, and more and more have 
become accepted. 

One cannot dismiss this issue of the basic ground rules of com- 
petition with developing nations, including labor markets and envi- 
ronment, as for example unrelated to trade. This is no less a trade 
issue than safeguarding U.S. intellectual property or negotiating 
rules regarding access to capital investments or joint ventures. We 
can't dismiss this as a social issue. It's an economic issue. Nor to 
dismiss this as an attempt, for example, to set wages in Mexico and 
other countries. In fact, in important respects, it is an attempt to 
do just the opposite— stop governments like Mexico from artificially 
holding down wages and other conditions of employment so that 
their citizens are free to shape their own economic future. We're 
not trying to apply our statutes to other countries, but rather to es- 
tablish certain minimum conditions for free labor markets, to en- 
sure that increasing productivity is reflected in growing wages and 
in an expanding middle class that purchases our goods and 
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strengthens demcxiracy and global peace. And for these conditions 
to be effective, there must be more enforcement mechanisms than 
those in NAFTA. 

It is no answer, Mr. Chairman and Members, to say that the 
United States is trying to impose its system and its values on other 
nations. That is what we are in essence trying to do with the IMF 
in terms of a free market system. If we support those efforts, why 
not other vital features of our system like free labor markets, 
where wages can rise with productivity, with the right to organize 
and bargain collectively, and the absence of state control over 
wages or the instruments of production. 

It is not an answer to say that developing nations are simply try- 
ing to use their comparative advantage. As I say in my testimony, 
in a sense, they are trying to abuse, over a long period of time, 
their comparative advantage. 

It's not an answer, Mr. Chairman and Members, to say let's leave 
these issues of a free labor market and environmental issues in the 
case of labor standards to bodies like the ILO and the WTO. They 
have been ineffective in addressing these issues, even though the 
ILO ironically was fostered in part because some countries in Eu- 
rope feared that others would use labor costs as an advantage in 
their competition. 

It's not an answer to respond only with domestic programs for 
training and retraining our work force. Nor is it an answer to say 
that the only goods these countries send are low value-added items 
like footwear and clothing. This is certainly not the case with 
autos, televisions, and electronics from Mexico. 

I want to close with this statement because it applied to NAFTA 
and it applies to the issue of fast track as we face it in the next 
days. We have just two real alternatives. Pursue these issues in ne- 
gotiations where they matter, or assume they don't matter very 
much to our Nation and relegate them to the shadows. As I have 
been urging on the administration and others, there is no language 
that can finesse the issue. There are no easy answers on the issue. 
But the American people deserve a coherent policy on issues of 
labor standards, of free labor markets, of environmental issues. 

This is an issue and these are issues that directly affect people's 
lives, whether workers or small- and medium-sized businesses 
which can not pick up and leave for somewhere far away. We did 
not face this issue adequately when it came to NAFTA. I have sup- 
ported other international trade agreements to expand inter- 
national trade. But I will oppose, as I did with NAFTA, any fast 
track proposal that does not make clear and assure that this Na- 
tion will address these issues in any new negotiations. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 

statement of Hon. Sander M. Levin, a Representative in Congress from the 

State of Michigan 

Thank you, Mr. Chairman, for giving me this opportunity to testify on a very 
timeiy issue. 

There is a centrai issue at the heart of the present turbuience in the U.S. over 
internationai trade. It was raised by some of us in the debate over NAFTA; it is 
bubbiing more vigorousiy to the surface regarding fast track. 
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The Basic Issue 

The issue is this: Economic giobaiization for the U.S. is increasingiy mewing from 
competition with Europe, J apan and other industriaiized nations to trade and com- 
petition with deveioping nations— from Mexico and Brazii to China and India. These 
nations have vastiy iower wage and saiary ievels usuaiiy embedded with tight cen- 
trai, state controi over aii aspects of their iabor markets and State subsidization of 
the instruments of production. 

Trade with these developing countries has captured an increasing share of totai 
imports into the U.S., rising from 36 percent in 1987 to aimost 45 percent iast year. 
It is increasingiy a major factor in the U.S. trade deficit, with Mexico as weli as 
China. 

This new reaiity has been occurring at the same time as continued income stagna- 
tion and job insecurity in America. There is increasing concern among the American 
pubiic and in this Congress about the connection now and in the future between 
these two phenomena— a stagnating American standard of iiving and increasing 
trade with and competition from iow-wage, highiy centraiized deveioping economies. 

One aspect of this, as noted by former presidentiai chief economic adviser Laura 
DAndrea Tyson, is refiected in recent economic iiterature, which finds that the neg- 
ative effects of trade on wages has been creeping up over time, today accounting 
for up to 20 percent of the rise in wage differentiai between skiiied and unskiiied 
iabor in America. 

As one who has favored and worked for expanded internationai trade, I have been 
urging the Administration for severai months to address this new reaiity as it 
shaped any request for renewed fast track authority. I oppose any fast track pro- 
posai that does not make dear and assure that it wiii be addressed in any new ne- 
gotiations. 


The Resistance to Change 

We see some of the same objections and hear some of the same rhetoric about 
"protectionism" as were raised in the eariy 1980's when some of us proposed inciud- 
ing market access issues in trade agreements, especiaiiy with J apan. Before then, 
trade was primariiy among industriaiized nations with economies somewhat iike our 
own, and the main issue was tariffs. But Japan and other industriaiized nations 
presented a new set of issues in the '80’s. Even when tariffs were iow in those coun- 
tries, we couidn't get into their markets because of non-tariff barriers. A decade 
iater, it is agreed, even among many economists and among the soiid phaianx in 
the media that opposed any action, that market access issues shouid be an intrinsic 
part of our trade agenda. 

Now, the nature of trade is changing again, and it's time to overcome dosed 
minds and open them to another change in trade poiicy. 

The Issue Can't Be Dismissed 

It is not an answer to dismiss this as unreiated to trade. It is no iess a trade issue 
than safeguarding U.S. inteliectuai property or negotiating ruies regarding access 
to capitai investments or joint ventures. 

It is not an answer to dismiss this as a "sociai issue." Setting the basic ground 
ruies for competition is a core economic issue. 

It is not an answer to dismiss this as an attempt to "set wages in other countries." 
In fact, in important respects it is an attempt to do just the opposite: Stop govern- 
ments from artificiaiiy hoiding down wages and other conditions of empioyment, so 
that their citizens are free to shape their own economic future. We're not trying to 
appiy our statutes to other countries, but rather to estabiish certain minimum con- 
ditions for free iabor markets to ensure that increasing productivity is refiected in 
growing wages and an expanding middie dass that purchases our goods and 
strengthens democracy and giobai peace. And for these conditions to be effective, 
there must be enforcement mechanisms far more meaningfui than those in NAFTA. 

It is not an answer to say that the U.S. is trying to "impose its system and its 
vaiues on other nations." After aii, the purpose of institutions iike the Internationai 
Monetary Fund (IMF) and the World Bank, which the U.S. helped to create, is to 
"impose" important features of our free market system, including capital and invest- 
ment structures, on developing nations. If we support those efforts, why not other 
vital features of our system like free labor markets, where wages can rise with pro- 
ductivity, with the right to organize and bargain collectively, and the absence of 
State control over wages or the instruments of production? 

It is not an answer to say that a developing nation's low-wage, state-control struc- 
ture is simply their use of a "comparative advantage." What is at stake is their 
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abusing that comparative advantage to perpetuate an unievei piaying fieid. We have 
heard a simiiar argument that developing nations should be able to operate for a 
long stretch of time under different environmental standards since that is one of the 
comparative advantages they need to catch up with industrialized nations. But the 
U.S. has rejected that argument because a developing nation's environmental prac- 
tices can affect our health and welfare, and the same logic applies to economic prac- 
tices that affect our economic health. A 1996 OECD study concluded that the ob- 
servance of minimum labor standards by developing nations is good economics. If 
a country wants to get rich, it can't afford not to implement these standards. They 
create a bigger pie by spreading the gains and incentives of trade. 

It is not an answer to leave these issues to international bodies like the I.L.O. 
and the W.T.O. At its Singapore meeting, the W.T.O. bounced issues relating to 
labor market standards to the I .L.O.; the latter, which interestingly enough was cre- 
ated in part by some countries which feared lower labor costs in other industrialized 
nations would hurt their economies, has a record of inaction on these matters. 

It is not an answer to respond only with domestic programs for training and re- 
training our workforce. These are necessary but insufficient. 

It is not an answer to say that the only goods these countries send us are low- 
value-added items like footwear and clothing. This is certainly not the case with 
autos, televisions and electronics from Mexico. And, as I saw firsthand during a re- 
cent trip to Shanghai and Beijing, it is not the case with China either. Today, 75 
percent of the auto parts used by Big Three plants there are made in the U.S. But 
as Beijing enforces its domestic content restrictions and squeezes technology trans- 
fers out of foreign investors, those auto parts increasingly will be produced in and 
will be exportable from China. 

There are just two real alternatives: (1) pursue these issues in negotiations where 
they matter or (2) assume they don't matter very much to our nation and relegate 
them to the shadows. As I have been urging on the Administration, there is no lan- 
guage that can finesse the issue. There are no easy answers on this issue, but the 
American people deserve a coherent policy. This is an issue that directly affects peo- 
ple's lives, whether workers or small and medium sized businesses which cannot 
pick up and leave for somewhere far away. In my opinion, we will have to face up 
to it sooner or later— and the best time is now, when we have general economic 
prosperity. 


Conclusion 

The changing nature of trade demands a new trade policy that advances the 
United States' core economic self-interest in maintaining our standard of living. This 
basic issue cannot be finessed or ducked. Addressing it also has collateral benefits 
for the United States, because nations that spread the wealth from trade will more 
rapidly develop middle classes that can buy our goods and strengthen their own de- 
mocracies, which in turn contributes to global peace and stability. Therefore, we 
should address this issue this fall in the context of fast track trade negotiating au- 
thority legislation 


Mr. Shaw [presiding]. The time of the gentleman has expired. 
The Chair now recognizes the gentlelady from Ohio, Marcy Kaptur. 
We have all of your full statements, which will be made a part of 
the record. You may proceed as you see fit. 

STATEMENT OF HON. MARCY KAPTUR, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO 

Ms. Kaptur. Thank you, Mr. Shaw and Mr. Matsui and Mem- 
bers of the Subcommittee. It is a pleasure to appear before you 
today. I will summarize in view of the time, and want to thank you 
very much for the opportunity to hear Members who do not serve 
on your very prestigious Subcommittee. 

Since NAFTA's enactment 3V2 years ago, our continent has now 
had the opportunity to witness the early results of integrating the 
economies of the United States, Mexico, and Canada. In my own 
judgment, the agreement certainly has fallen far short of its prom- 
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ises. J ob losses in our country alone now exceed over 300,000, with 
over half of those individuals qualified for some form of trade ad- 
justment assistance. Menacing and growing trade deficit over the 
past 4 years now cumulatively totals over $100 billion with our 
trading competitors on this continent. It has been rising each year 
in nominal and real terms and has quadrupled since 1994. 

Now let me say that $100 billion just with those two countries 
constitutes about one-third of our rising trade deficit with the 
world. Economists now agree that the cumulative trade deficit with 
the world costs us probably 1 percent, 1 point, on our GDP, 1 point. 
So, if we were to have balanced trade accounts for the country as 
a whole, our GDP would rise by an additional point, which would 
be a tremendous kick here at home for rising incomes and rising 
wealth within the United States. If this deficit constitutes about 
one-third of the overall deficit with the world, it is a significant and 
rising problem with our inability to generate significant income in- 
creases here at home that can be spread across the broad middle 
and lower classes of our country. 

The agreement has resulted in new threats to our standard of 
living in the form of unsafe trucks, which we have heard plenty of, 
especially people living at the border. The increased flow of illegal 
narcotics across that border at so many points that are inspected 
and not inspected. We can't control the border. Transporter pollu- 
tion, which is rising. NADBank hasn't even made any significant 
environmental investments down there. The problem of contami- 
nated food and our inability to protect our own consumers are 
unaddressed by the current NAFTA. 

I n fact, in terms of the wheat production of this country, we have 
had carnal bunt for the first time in our generation coming north 
of the border. We have had the U.S. Department of Agriculture to 
put special alerts in Texas, California, and Arizona. We have new 
line items in our agriculture budget now dealing with carnal bunt 
problem, which is all over northern Mexico. We have not been able 
to protect our own country in the southwest. It has gone through 
the transportation chain of this country, and it is a significant and 
growing problem for us in the agricultural sector. Bovine-related 
tuberculosis is on the rise, and tainted strawberries and rasp- 
berries have now made it to the front pages of the paper, those im- 
ported from points south. 

I just mention those because they are all attendant to our inabil- 
ity to deal with the results of trade. We all want open and free 
trade, if only it were that. But our inability to adjust to these vol- 
umes has caused significant problems in various sectors in this 
economy. 

I wanted to make a note about the collapse of the Mexican peso 
and the bail-out that occurred, which has now been paid back. But 
I want to say only paid back, because Mexico borrowed on inter- 
national markets. Those bills will come due in the future. If you 
look at the internal and external accounts of Mexico, we've had a 
cyclical pattern of peso collapses and another one will come due. It 
will be bigger. So please do not take the administration's word that 
the bills are all paid as in fact a predictor of what will happen in 
the future. 
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On the job front, the great myth is that NAFTA merely trades 
low-wage jobs in the United States for high-tech opportunity. The 
fact is, we are losing high value-added jobs throughout our econ- 
omy. Our wages are being pushed down by the continuing low- 
wage competition, not just with Mexico, but with other nations 
around the world. Mr. Levin eloquently talked about this problem. 

We also know that since NAFTA's passage, the wages in Mexico 
have fallen another 25 percent. At the time of NAFTA's passage, 
they were 30 percent below where they had been in 1980. So this 
is not obviously a simple question of merely trade in goods that 
we're talking about. 

I wanted to make this statement. I know that time is very short. 
But if you look at what has been happening to the relationship be- 
tween imports and exports, particularly with Mexico since this 
agreement was signed, the change in the character of our exports 
there has changed dramatically. Two-thirds of them are now U- 
turn goods or industrial tourists, that go down there and then are 
shipped back here, two-thirds, which means you are not getting the 
development of real consumer market inside Mexico. But rather, 
what you are doing is you are ratcheting down the standard of liv- 
ing in this country. It is a real and serious issue that we are deal- 
ing with here with long-term impacts on our ability to develop a 
consumer market down there. The maquiladora plants were sup- 
posed to disappear under NAFTA. They have now increased to well 
over 2,000 companies, employing over 800,000 workers projected by 
the year 2000, to employ over 1 million workers. So these trends 
are not going to change unless we as a country assume leadership 
to try to get more balance in these relationships. 

Mr. Chairman, I know that my time is up. I only wish to say that 
I am going to submit for the record, and I hope someone from the 
Clinton administration is sitting in the audience, because I have 
the story of just one of thousands of workers that have been dis- 
placed in this country. When they wrote the President of the 
United States that they were a victim of NAFTA, he sent them a 
letter saying NAFTA is working. They wrote back, they e-mailed. 
The kind of insensitive response this administration is responsible 
for is an embarrassment to me as a citizen in a democratic repub- 
lic. It seems to me that the people who are paying the price in our 
country deserve better treatment by our own government. 

I have recommendations at the end of my testimony, including 
changes in the way we deal with these dislocated workers. 

I thank you for your attention. 

[The prepared statement follows:] 

statement of Hon. Marcy Kaptur, a Representative in Congress from the 

State of Ohio 

Overview 

Thank you for the opportunity to be here today. Since NAFTA's enactment three 
and a haif years ago, our continent has witnessed the eariy resuits of integrating 
the economies of the United States and Mexico. Economist Sidney Weintraub has 
observed, one of the major accompiishments of NAFTA has been to bring the peopie 
of our two countries cioser together as a resuit of numerous commerdai trans- 
actions. Flowever, in my judgment, the nature of reiationships being forged is very 
iopsided. Today, since the weli-funded beneficiaries of NAFTA wiii present their 
case, I want to convey to you the hopes and concerns and the reai impact felt by 
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thousands of Americans who have not benefited from the North American Free 
Trade Agreement. 

In the 44 months since NAFTA took effect, we have seen the agreement faii far 
short of the promises made by its proponents back in 1993 when the historic debate 
occurred in the Flouse. 

Ai ready, job iosses in the U.S. exceed 300,000 workers and sweatshop 
maquiiadora zones in northern Mexico— which was supposed to have disappeared as 
a resuit of NAFTA— has grown even further, empioying over 800,000 iow-wage 
workers in neariy 3,000 firms. Northern Mexico has become the massive export piat- 
form to our economy that we feared *** A menacing and growing trade deficit over 
the past four years totaiing more than $100 biiiion of iost economic power inside 
our marketpiace has been accumuiating with our NAFTA partners. New threats to 
our standard of iiving in the form of unsafe trucks, iiiegai drugs, transborder poliu- 
tion, and contaminated food are reai and unaddressed by the current NAFTA. And 
the fast track proposai wiii do nothing to aiieviate these severe shortcomings. 

We now have 44 months worth of evidence about the effects of NAFTA-styie trade 
agreements— a menacing and growing trade deficit, probiems aiong the border, 
questions about truck safety and food safety and drugs, a coiiapse of the Mexican 
peso and an unprecedented baiiout by the U.S. taxpayers that was paid back oniy 
because Mexico borrowed more at higher rates on internationai money markets. 
These biiis again wiii come due in the future, as currency crises in Mexico area re- 
curring phenomenon, and our taxpayers wiii again be thrown into a siiiar position 
of being a baiiout insurance company for what the private sector shouid insure on 
its own. 

The great myth is that NAFTA is mereiy trading iow-wage jobs from the United 
States to Mexico for high-tech repiacement job opportunities here at home. The fact 
is our nation is iosing high vaiue-added jobs throughout our economy whiie U.S. 
wages are being pushed down by the growing iow-wage competition with Mexico. 

Reai houriy wages in Mexico, which at the time of NAFTA's passage were traiiing 
their 1980 ieveis by aimost 30 percent, havefaiien another 25 percent since the peso 
coiiapse. 


The Character of Exports 

This past April, the U.S. Commerce Department, as usual ignoring the actual 
trade deficit and looking at only one side of the ledger, made much of the fact that 
Mexico had become the second-largest importer of U.S. goods. What this lopsided 
view of U.S. exports obscures is the dramatic change in the character of U.S. exports 
to Mexico over the last three and a half years. 

The vast majority of U.S. export growth has occurred in what Professor Flarley 
Shaiken calls "revolving door" exports— goods shipped to Mexico for assembly in 
maquiladoras or similar plants and then sold back in the U.S. markets. These goods 
in fact are "industrial tourists." 

These U-turn exports now account for five of every eight dollars worth of U.S. ex- 
ports to Mexico, up from only three of every eight dollars in 1993. Thus we witness 
not a real consumer market in Mexico but the triangulation of U.S. production and 
the relocation of other foreign production to Mexico to back-door goods into the U.S. 
by avoiding tariffs normally paid at our borders. 

We have seen a surge in exports not because Mexico has developed a viable mid- 
dle class, but rather because the maquiladora factories along the border have 
churned out billions of dollars in products aimed at our consumer market. 

There is no question that whatever the character of U.S. exports to Mexico, they 
have been completely overwhelmed by imports from Mexico during each year of 
NAFTA's existence. 

In the automobile industry, which represents two thirds of the expanding trade 
deficit in high value-added products, we have witnessed a growing stampede of 
Mexican-made vehicle and part imports to the U.S. [Chart] 

The continued combination of high productivity in Mexico at low wages contrib- 
uted to the record $17.5 billion U.S. trade deficit with Mexico last year. I n the auto- 
mobile industry, the U.S. deficit with Mexico is in the neighborhood of $15 billion 
a year. The vehicle and parts deficit with Mexico now is almost half as large as our 
deficit in that sector with J apan. While the Administration is alarmed by the dete- 
rioration of our trade position with the J apanese, it is strangely silent about the 
same crisis in our trade relations with Mexico. 

In 1996, Mexico was the third largest exporter of motor vehicles to the U.S., ex- 
porting a total of more than three quarters of a million cars and trucks. This num- 
ber is more than double Mexico's exports of 340,000 vehicles before NAFTA. The 
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U.S. exported only 91,000 vehicles to Mexico last year. That's a deficit of more than 
three to one. 

Workers in electronics and other high value-added industries continue to see good- 
paying jobs flow south— jobs on which families could buy a house and car and send 
their kids to college. There is a flood of imports in the auto and electronics sectors. 

The net result, as Kenneth Lewis recently pointed out in the New York Times, 
is that from 1979 to 1994, twice as many high-paying jobs in the United States 
economy were lost to imports as were gained from exports. 

If you look at the companies who have set up shop in the border area, you will 
find many of the high-tech leaders— indeed the very companies whose corporate 
bosses launched the fast track campaign yesterday at the White House. 

I don't know about your district, but in northwest Ohio I can name dozens of com- 
munities who would give anything if they could land a new General Electric or 
Alcoa plant, or a General Motors plant or Allied Systems plant. While these firms 
expand in Mexico, they downsize in the U .S. 

Structural damage has hit entire sectors of our economy, in apparel, electronics, 
television, automobiles, and automotive parts. And the people who have paid the 
heaviest price often have been women and minorities, and people living in rural 
areas across our nation where replacement jobs are hard to find, and wage levels 
are being ratcheted down. 


One Woman's Story 

Day by day a steady destruction of thousands of jobs in the apparel industry oc- 
curs, in Missouri and the Carolines and Tennessee and throughout the South. 

The only way thousands of working Americans who have lost their jobs due to 
unfair rules of global engagement and low-wage competition can match the lobbying 
power of the multinational corporations is to speak out— locally and nationally. 
Their hope is that some group of conscientious officeholders here in our nation's cap- 
ital will recognize their plight and act in their interests. 

Wanda Napier is one such person. She represents tens of thousands of our citi- 
zens whose livelihoods have been destroyed by NAFTA. She is important, and her 
life as valuable as the chief executive officer of General Motors, or Alcoa, or GE, 
or the host of other corporations that are spending three million dollars to tell their 
side of this one-sided story. 

Wanda Napier worked for 14 years at an apparel plant in Seymour, Missouri, 
where the workers were making an average of $7.84 an hour. Then their employer, 
Lee Apparel Company, a subsidiary of VF Corporation, announced it was pulling out 
and heading to Mexico, destroying her job, 350 in total at that Missouri plant, and 
more than 2,000 jobs around our nation. 

What do you say to the thousands of Wanda Napiers out there? Working Ameri- 
cans who played by the rules, worked hard to stay off welfare— then got the rug 
pulled out from under them? 

Do you say, 'Too bad, Wanda, that's the way it goes in the global economy"? 

Do you point to a sky-high stock market and say surely some of its benefits have 
overflowed to her? 

Or do you simply tell her that in the new world economy she and other Americans 
like her are simply expendable? 

Let me tell you, Mr. Chairman, Wanda Napier is not satisfied with being just an- 
other statistic of a failed trade policy. 

Late last year, after Lee Apparel Company dropped the bomb on 350 employees— 
many of them women— Wanda dried her tears, then sat down to write to the Presi- 
dent, to her U.S. Senators, to her Congressman, her state legislators— pleading to 
anybody who would listen, anybody who would care. 

On J anuary 14, from the White House, she got back a reply, a form letter that 
basically told her NAFTA was working. "NAFTA represents a great opportunity to 
create new, high-wage jobs here in America" 

Wanda was flabbergasted. And she even went high tech. She e-mailed the Presi- 
dent. She e-mailed Trent Lott, too. From the White House, she got back a message 
noting that the volume precludes personal responses. 

She went back to the old-fashioned route and wrote the President another letter 
about the dire situation facing the workers in Seymour, Missouri. She wrote, "I 
would like to know if you, personally, even care that I and others like me have lost 
their jobs because of NAFTA." 

On May 5, from the White House, she got the same form letter that she had re- 
ceived the first time. 

Wanda is not alone. In St. J oseph, Missouri, Lee Apparel Company eliminated al- 
most 500 jobs. A survey of employees at this factory revealed that 91 percent of 
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them were women. Forty two percent of them were single parents. And they made 
$8.26 on average. 

One of these victims, Diana Richardson, worked at the Lee Apparel plant for 23 
years, ever since she left high school. She told the St. J oseph News-Press that the 
company's offer of $2,300 in severance pay was a "slap in the face." According to 
the Department of Economic Development for the State of Missouri, the average 
wage at placement of Lee workers has been $6.70 per hour, and the average wage 
at dislocation was $8.26 per hour. 

I am here today to speak out on behalf of Wanda Napier and Diana Richardson 
and all the men and women who lost their jobs in Seymour and St. J oseph and in 
communities throughout Missouri and throughout America. 

Who's going to plead their case? 

(Mr. Chairman, I would like to submit for the record a copy of Wanda Napier's 
correspondence and the sorry and insensitive replies that she received.) 

NAFTA's Failed Promises 

Mr. Chairman, four years ago we all listened intently to the proponents of 
NAFTA. When they weren't singing the praises of Carlos Salinas, they were promis- 
ing that NAFTA would create hundreds of thousands of new jobs. 

It didn't happen. 

Instead, we saw Mexico develop into an export platform rather than a promising 
consumer market. 

We've seen the loss of more than 300,000 jobs (and that's using the Administra- 
tion's own methodology). We've watched our worst nightmares come true— the accel- 
eration of U.S. plant relocation to the maquiladora areas south of the border and 
the loss of U.S. jobs. The maquiladora industry employs approximately 900,000 
workers in more than 2,600 plants. It is Mexico's leading growth industry. 

We've also seen Mexico's chief export of illegal drugs overwhelm our border agents 
like an avalanche, with Mexico taking its place as the leading exporter of heroin 
and cocaine to the United States. 

And we've seen the utter failure of the agricultural inspection system along the 
border. The result? An unprecedented threat to the safety of our food supply. 

We've seen karnal bunt for the first time inside our border; bovine-related tuber- 
culosis on the rise; and tainted strawberries and raspberries from points south. 

Please do not parrot the delusion of U.S. exports to Mexico. Northern Mexico has 
become an export platform back to the United States— a cheap wage haven of rising 
pollution. 

The fact is the trade deficit with Mexico and Canada has quadrupled since 
NAFTA was implemented in 1994 and is rising each year, in nominal and real 
terms. In 1994 the trade deficit with our NAFTA partners was $13.3 billion; in 
1995, it was $33.5 billion; and in 1996 it was $39 billion. [Chart] 

You and I know the havoc that NAFTA has caused in communities throughout 
our country: runaway plants, lost jobs, declining tax bases, and increased downward 
pressures on the wages and benefits of every single worker in our country. 

T rade agreements have a human face. Before we pass an expanded NAFTA or act 
on fast track, we should look at some of these faces. 

The faces of children in Michigan who got hepatitis by eating contaminated straw- 
berries— likely grown in Mexico. 

The faces of families in Texas and California who are threatened on the highways 
by unsafe trucks that are streaming across our borders from Mexico, that are com- 
pletely overwhelming our inspection system at all border checkpoints and that are 
sometimes carrying contraband, including illegal drugs. 

Abandoned Plants, Abandoned Workers 

Finally, we should look at the faces of thousands of workers whose bosses threat- 
en to move to Mexico unless they accept lower wages and benefits. 

Nationally, we have seen the loss of hundreds of thousands of jobs due to NAFTA, 
including 19,400 in my own state of Ohio. That figure comes from a study that will 
be formally released next week by the Economic Policy Institute. 

Even the shoddily-run program of adjustment at the U.S. Department of Labor 
has identified at least 136,802 workers who have lost their jobs due to NAFTA. That 
much is inarguable, because each of those one hundred thirty six thousand workers 
has been certified under the strenuous tests used by the Department of Labor under 
the NAFTA Trade Adjustment Assistance program. 

But that number grossly understates the dimension of the job problem. Let me 
illustrate: Guess J eans cut the percentage of its clothes sewn in Los Angeles from 
97 percent prior to NAFTA down to a mere 35 percent, sending the work to factories 
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in Mexico, Peru and Chiie. More than 1,000 Guess workers in southern Caiifornia 
iost their jobs in the faii of 1996 aione. Of course, the majority of these workers 
were minorities and women. 

But NAFTA-TAA has no record of any of those workers having appiied for 
NAFTA-TAA, much iess having received assistance under the program. 

Where did they go? What are they doing? Who wiii speak for them? Certainiy not 
the Ciinton Administration. But I stiii have hope for Congress. 

Now the same peopie who brought us a fiawed NAFTA are back before the Con- 
gress, demanding fast track authority so the President can extend NAFTA to the 
other countries in the hemisphere and impiement a far-reaching Muitiiaterai Agree- 
ment on I nvestment— and we are uncertain of what eise is contained in the pro- 
pose i. 


Recommendations 

Instead of putting these trade agreements on the "fast track," we shouid siow 
down and make sure we iron out the bumps in the road so we assure we arrive 
at the destination NAFTA intended. 

I have introduced iegisiation to that end. FI.R. 978, the NAFTA Accountabiiity 
Act, wouid require that NAFTA iive up to the promises that its proponents made 
back in 1993 in the areas of jobs, iabor and environmentai standards, iiiegai drugs, 
immigration, and currency vaiuation, among other things. 

If it turns out that NAFTA is working as they had pianned, fine. But if it's not, 
then we have to go back and fix it. After aii, it is intended to be a biueprint for 
future accords. And if we can't fix it, then we shouid junk it. 

We shouid reform the NAFTA-TAA program so that it's there for peopie when 
they need it. Currentiy, oniy 57 percent of the petitions for heip from disiocated 
workers are approved by the Labor Department. 

The Labor Department shouid require that companies who move jobs out of the 
United States because of NAFTA must make information avaiiabie to dispiaced 
workers about the NAFTA-TAA program. Currentiy, empioyers are not required to 
post information about the NAFTA-TAA program for workers who have iost their 
jobs due to NAFTA. 

Oniy those workers who know about the program and choose to appiy for it are 
even given consideration by thefederai government. 

We shouid expand the coverage of the NAFTA-TAA assistance, because the job 
iosses are bound to continue. Currentiy, oniy certain types of workers in certain 
types of industries can quaiify. Moreover, oniy workers who produce a product— not 
a service— that is directly related to NAFTA are eligiblefor assistance. 

As the iate Sir J ames Goidsmith pointed out, in today's giobai economy a muiti- 
nationai company can empioy 47 workers in Vietnam or the Phiiippines for the cost 
of one person in a developed country, such as the United States. With compietely 
unreguiated free trade, working famiiies in developed countries are pitted against 
working famiiies in underdeveloped countries. 

'You don't have to be a genius to understand who wiii be the winner in such a 
contest," Goldsmith said. "It must surely be a mistake to adopt an economic policy 
which makes you rich if you eliminate your national workforce and transfer produc- 
tion abroad, and which bankrupts you if you continue to employ your own people." 

Mr. Chairman, Congress has a constitutional responsibility handed down to us 
from the Founding Fathers for the way in which our nation conducts international 
trade. We certainly do not assume that responsibility by ceding our constitutional 
authority over trade to the Executive Branch via the fast track. 

Especially in today's so-called global economy, it is imperative that we take our 
congressional and constitutional responsibilities seriously. 

We also have ultimate responsibilities to the people who have been left behind 
by the fast track approach to trade agreements. Isn't it time someone in authority 
here in Washington acknowledged their plight? 

As Professor Shaiken said in an op-ed piece in yesterday's Los Angeles Times, 
"Fast track without labor and environmental protections is a bridge back toward the 
19th century rather than a link forward to the 21st." 

Thank you for your time. 

[The attachments are being retained in the Committee files.] 


Mr. Shaw. Thank you, Marcy. 
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The gentleman from Arizona, J im Kolbe, is recognized. 

STATEMENT OF HON.J IM KOLBE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF ARIZONA 

Mr. Kolbe. Thank you, Mr. Chairman. Well, I guess the testi- 
mony you have heard indicates that people that were for NAFTA 
are still for it, and those that were against it are against it. So 
some things don't ever change I guess. But I do appreciate the op- 
portunity to testify this morning. I think this is an important hear- 
ing. 

First let's put this thing in the context. Trade agreements in gen- 
eral, and NAFTA is no exception to that, are long-term propo- 
sitions. NAFTA itself gets phased in over the course of 15 years. 
A lot of its key provisions haven't been implemented. I think it's 
premature to say, unequivocally, one way or the other that NAFTA 
is a complete success or failure. We need more time. 

Nonetheless, this hearing is important because I think that any 
objective examination is going to conclude that NAFTA in its pre- 
liminary phases, first 3 years, has worked and worked very well. 
We all know that over the last 2 years, Mexico has experienced a 
severe economic crisis. There is a misconception among a lot of peo- 
ple, and I think sponsored by a lot of people who opposed NAFTA 
in the first place that NAFTA caused this crisis, but nothing could 
be further from the truth. 

The financial crisis in Mexico in 1995 was caused by an over de- 
pendence on foreign capital, coupled with protracted overvaluation 
of the peso. That overvaluation occurred during an election year for 
political reasons. That's been known to happen in other countries, 

I might add. Then they bungled the devaluation. That caused for- 
eign investment to take flight, and the government needed outside 
assistance to prevent a default. 

I have said repeatedly that the best test of a trade agreement is 
not just how it works in good times, but how it works in bad times. 

I think under these circumstances, NAFTA did exactly what we 
wanted it to do. Far from worsening the crisis, it has helped sta- 
bilize both the political and the economic situation in Mexico, and 
Mexico's response to the crisis. It prevented Mexico from resorting 
to the standard solution of developing countries had heretofore 
used, which is impose import barriers, restrict capital movements, 
limit economic activity with other countries. That was precisely 
Mexico's response in 1982 during the last major peso devaluation. 
Then they imposed 100 percent duties on American products and 
set strict licensing requirements on foreign producers. What was 
the result? Our exports plunged 50 percent between 1981 and 1983. 
Export-supported jobs were cut by more than one-half. It took 7 
years to get back to the level that we were before that peso devalu- 
ation. 

In this case, however, we got back within 1 year, and we only 
had an 8.9-percent drop in the exports. I think NAFTA has worked 
to stabilize, to make the ups and the downs much less. 

I think there's another serious misconception about what NAFTA 
has and has not done. Many of NAFTA's critics point to a bilateral 
trade balance which has shifted from a U.S. surplus to a U.S. defi- 
cit after NAFTA was signed into the law. Now I don't subscribe to 
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the mercantilist concept, that a trade surplus with a particular 
country is always good, while a trade deficit is always or nec- 
essarily bad. We know that trade balances shift over time from one 
r^ion or country to another, shifts that are dependent on a lot of 
different economic factors. Still, opponents of NAFTA view the shift 
in the trade balance with our NAFTA partners after the passage 
of NAFTA through a mercantilist lens, asserting that our deficit 
with Mexico is necessarily bad for the United States economy. 

Drawing on the sequence of events, these critics argue that 
NAFTA somehow caused the bilateral balance of trade to shift. 
That is simply not true. It has no foundation. Any cursory analysis 
of the factors in play over the last 3 years demonstrates that 
NAFTA had little, if anything, to do with the shift. 

Let me again make the point that I made before. The swing in 
the bilateral trade balance resulted from the peso crisis and the re- 
sulting recession, not from NAFTA. The recession drastically re- 
duced Mexican domestic demand, making more of its domestic out- 
put available for export while simultaneously reducing demand for 
United States exports— by dramatically increasing the dollar prices 
of those goods and services. A furthering shift was that Mexico's 
exports were enhanced by a cheaper devalued currency, which 
made Mexican goods cost less in the United States, about one-half 
as much as they did before the devaluation. 

During the debate on NAFTA, there was a lot of concern among 
opponents about the number of jobs that would be lost due to a 
rush of American companies moving south of the border, the great 
sucking sound that Dave Dreier referred to earlier. The best esti- 
mate based on those that have qualified for assistance is that 
120,000 jobs have been lost. Now during the same time, we have 
created 8.9 million new jobs. In fact, the weekly shift up and down 
in employment in the United States is 60,000. Our unemployment 
rate is currently 4.9 percent. That is the lowest we have had in 25 
years. The Clinton administration reminds us of that frequently. 
We are at close to full employment as we have probably been in 
a long time. So I don't see how you can assert that NAFTA has 
caused this extensive job loss. 

One thing is for sure: Two-way trade with Mexico has boomed in 
the last 3 years. In the first full year of operation, our trade was 
$100 billion, up from $80 billion in 1993. The last year, 1995, we 
had a glitch on our side because of the peso devaluation. But in 
1996 it reached $140 billion. These numbers are pretty significant, 
it would seem to me. 

There is no question that Mexico is undergoing unprecedented 
economic and political liberalization. We have a congress for the 
first time in 70 years in Mexico that is controlled by the opposition. 
What NAFTA did was help to lock in place Mexico's economic re- 
forms, secure a stable export market for the United States prod- 
ucts, even in difficult times. Are there still trade issues that need 
to be resolved with Mexico? Of course there are. I personally be- 
lieve our countries need to come to agreement regarding the border 
trucking issues and small package delivery. But these are rel- 
atively minor irritants in a complex and growing economic partner- 
ship, a partnership which I believe benefits Mexican and American 
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workers and consumers while enhancing the international competi- 
tiveness of both of our countries. 

Trade is not a zero sum game where one country wins while an- 
other has to lose. Under NAFTA, both the United States and Mex- 
ico win. Mr. Chairman, I am confident that's precisely what you 
are going to determine from this hearing today. 

I thank you. 

[The prepared statement follows:] 

statement of Hon. J im Kolbe, a Representative in Congress from the State 

of Arizona 

Mr. Chairman, members of the Commission, thank you very much for aiiowing 
me to testify this morning. I am pieased to be a part of this important and timeiy 
hearing. 

First, I think it is important to put this hearing in context. Trade agreements in 
generai, and NAFTA is no exception, are iong-term propositions. NAFTA itself is to 
be phased in over fifteen years and many of its key provisions have yet to be imple- 
mented. Its probably more than a little premature to say unequivocally that NAFTA 
is a complete success or failure. 

Still, I do believe any objective examination will conclude that NAFTA has 
worked, and worked well, over the past three years. We all know that over the past 
two years Mexico has experienced severe economic crisis. Unfortunately, there is a 
common misconception among some that NAFTA caused this crisis. I don't think 
anything could be further from the truth. 

Mexico's financial crisis was caused by an over dependence on foreign capital cou- 
pled with protracted overvaluation of the peso. When a bungled devaluation caused 
foreign investment to take wing, the government needed outside assistance to pre- 
vent a default. I have said repeatedly that the best test of a trade agreement is how 
well it works in bad times. And I think NAFTA has worked well. Far from worsen- 
ing the crisis, NAFTA helped stabilize Mexico's political and economic response to 
the crisis. It prevented Mexico from resorting to the standard solution of developing 
countries in economic crisis— imposing import barriers, restricting capital move- 
ments and limiting economic activity. 

This, in fact, was precisely Mexico's reaction to their financial crisis in 1982. 
Then, in response to a similar overvaluation, Mexico imposed 100% duties on Amer- 
ican products and set strict licensing requirements on foreign producers. The result? 
U.S. exports plunged by 50% between 1981 and 1983. U.S. export supported jobs 
were cut by more than half. It took nearly seven years for U.S. exporters to recover. 
Based on this experience, without NAFTA, in the wake of the peso crisis, U.S. ex- 
porters could have faced a $25 billion plunge in sales to Mexico and not recovered 
before 2000. Instead of causing the Mexico financial crisis, NAFTA lessened its im- 
pact and helped Mexico quicken its economic recovery. 

I think there is another serious misconception about what NAFTA has and has 
not done. Many of NAFTA's critics point to a bilateral trade balance which shifted 
from a U.S. surplus to a U.S. deficit after NAFTA was signed into law. Now I per- 
sonally do not subscribe to the mercantilistic concept that a trade surplus with a 
particular country is always good while a trade deficit is necessarily bad. We also 
know that trade balances tend to shift over time from one region or country to an- 
other, shifts which are dependent on a number of economic factors. Still, opponents 
of NAFTA view the shift in the trade balance with our NAFTA partners after the 
passage of NAFTA through a mercantilistic lens, asserting that our deficit with 
Mexico is bad for the U.S. economy. Then, drawing on the sequencing of events, 
these critics argue that NAFTA somehow caused the bilateral balance of trade to 
shift. Such an assertion is without any foundation. 

Any cursory analysis of the factors in play over the past three years demonstrates 
that NAFTA had very little, if anything, to do with this shift. Let me make one 
point absolutely clear: the swing in the bilateral trade balance resulted from the 
peso crisis and its— not from NAFTA. The recession drastically reduced Mexican do- 
mestic demand, making more of its domestic output available for export while si- 
multaneously reducing demand for U.S. imports. Furthering the shift was the fact 
that Mexico's exports were enhanced by a cheaper, devalued currency which made 
Mexican goods cost about half as much for the American consumer as before 
NAFTA. Given these conditions, it is no wonder that U.S. imports to Mexico de- 
clined while Mexican exports to the United States increased. 

During the debate on NAFTA, there was great concern among opponents about 
the number of jobs that would be lost due to a rush of American companies moving 
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across the border to take advantage of Mexico's comparatively lower wages a phe- 
nomena summed up in terms of a "great sucking sound." But what have we seen 
over the last three years? The best estimate of displaced workers that can be traced 
to imports from Mexico and Canada is approximately 120,000. Note that this job 
displacement is not necessarily caused by NAFTA, but job losses related to imports 
from Mexico and Canada. Many of these workers would probably have been dis- 
placed without NAFTA. Whatever the cause, there is no question that to each one 
of these workers, any job loss is a major job loss. 

But to assert that NAFTA caused wholesale unemployment in the United States, 
as many of its critics did and continue to do, simply flies in the face of the facts. 
Since NAFTA, the U.S. economy added approximately 8.9 million net jobs. In fact, 
the weekly shift— up or down— in aggregate employment in the U.S. is about 60,000 
workers. Our unemployment rate hit 4.9% in 1996— the lowest rate in 25 years. 
Many economists now consider the U.S. to be at or very near full employment. 
Given these facts, it is unclear to me how NAFTA’s opponents can continue to assert 
that NAFTA has caused extensivejob loss in the United States. 

One thing is clear however. Two-way trade under NAFTA has boomed over the 
past three years. In its first full year of operation, Mexico-U.S. trade topped 100 bil- 
lion dollars, up from 80 billion in 1993. In 1996, two way trade with Mexico reached 
a record high of $140 billion dollars. These numbers are significant. Growth in two- 
way trade represents increased specialization which results in maximum utilization 
of each country's resources. And maximum utilization of resources leads to greater 
competitiveness. 

There is no question that Mexico is undergoing unprecedented economic and polit- 
ical liberalization. What NAFTA did is to lock-in-place Mexico's economic reforms 
and secured a stable export market for U.S. products, even in difficult times. Are 
there still trade issues that need to be resolved with Mexico? Of course. I personally 
believe that our countries need to come to agreement regarding border cross- 
trucking and small package delivery. But these are minor irritants in a dynamic, 
complex and growing economic partnership— a partnership which I believe benefits 
Mexican and American workers and consumers while enhancing the international 
competitiveness of both our countries. Trade is not a zero sum game where one 
country wins while another loses. Under NAFTA I believe both the United States 
and Mexico win. And, Mr. Chairman, I am confident that this is precisely what this 
hearing today will bear out. Thank you. 


Mr. Shaw. Thank you, Mr. Kolbe. 

Our last witness in this panel is Ms. Velazquez. Please proceed. 

STATEMENT OF HON. NYDIA M. VELAZQUEZ, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NEWYORK 

Ms. Velazquez. Good morning, Mr. Chairman, Mr. Matsui, and 
other Members of the Subcommittee. Thank you for this oppor- 
tunity to testify before your distinguished panel. As this Sub- 
committee begins consideration of fast track legislation, I am here 
today as a Member of the Small Business Committee to bring to 
your attention an issue that often is overlooked, the impact of 
NAFTA on small businesses. I am sure each of my colleagues has 
heard the stories from suppliers and distributors, typical small 
businesses who have seen their larger clients relocate to Mexico or 
Canada. The disruption in these business relationships can be dev- 
astating for many small businesses and their communities. Many 
large companies nave downsized or outright moved away to keep 
their costs down. A large company can afford to make such a move. 
A small business, however, usually cannot nor will not relocate. 
Family-owned small businesses which have been operating for gen- 
erations are in serious jeopardy. 

To complicate matters, there is the lack of information about ef- 
fects of NAFTA on small businesses. The administration's 140-page 
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study on the operation and effect of the North American Free 
Trade Agreement did not look at the impact of the trade treaty on 
our small firms. The 800-page report released by the International 
Trade Commission which took an exhaustive look at the impact of 
NAFTA on over 200 industries did not dedicate even one page to 
the effect of NAFTA on small business. 

The Labor Department's NAFTA trade adjustment assistance 
program does not track whether dislocated workers worked for 
large or small businesses. This concerns me, Mr. Chairman. Small 
businesses employ 53 percent of the private work force and account 
for 47 percent of all sales in this country. Small business- 
dominatOT industries were responsible for an estimated 75 percent 
of the 2.5 million new jobs created during 1995. This lack of atten- 
tion of the effect of NAFTA on small business is of particular con- 
cern to me because of the opportunities these ventures provide to 
women and aspiring entrepreneurs from disadvantaged commu- 
nities. 

As of 1996, there were 7.7 million women-owned firms that pro- 
vided jobs for 50.5 million persons, more than that employed by the 
Fortune 500 industrial firms. Blacks, Latinos, and Asian- 
Americans are playing key roles in our economy with their enter- 
prising spirit and hard work. We must protect and encourage this 
trend. 

The Members of the Small Business Committee recognize that 
the consequences of NAFTA on small business must not be ignored. 
Last month during reauthorization of SBA, that Committee unani- 
mously adopted my NAFTA Small Business Relief proposal. This 
instructed SBA to take actions through assistance programs to ad- 
dress the needs of small businesses harmed by NAFTA. 

As many of you know, the needs of small businesses are 
unique— access to capital needs, basic technical and managerial 
counseling. Many need help to market their products. But we must 
act now. We must include special provisions to address the effect 
on small businesses in any fast track or NAFTA legislation. Small 
businesses and the families and communities they support have too 
much at stake. It will be too late after the damage is done to cor- 
rect the worst impact. 

Recently, the administration finally implemented a NADBank- 
related program to provide loan and credit assistance to businesses 
in 35 communities adversely affected by NAFTA. That is a good be- 
ginning. Flowever, the assistance is limited and comes almost 5 
years after NAFTA was enacted. My colleagues, I believe we have 
a special responsibility to address the effects NAFTA has had on 
small business. Too many jobs are involved, too many communities 
are in fear of being the next ones hit by mom and pop shops closing 
down. Our small businesses must continue to be the engine that 
drives this economy. 

I look forward to working with you, Mr. Chairman, Mr. Matsui, 
and the rest of the Subcommittee to address this important matter. 
We must do whatever we can to help the backbone of our economy, 
our family-owned businesses and small businesses deal with 
NAFTA and expanded world trade. 

Thank you very much, Mr. Chairman. 

[The prepared statement follows:] 
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statement of Hon. Nydia M. Velazquez, a Representative in Congress from 

the State of New York 

Good morning. Mr. Chairman, Mr. Matsui and other Members of the Subcommit- 
tee, thank you for this opportunity to testify before your distinguished panel. 

As this Subcommittee begins consideration of fast track legislation, I am here 
today as a Member of the Small Business Committee to bring to your attention an 
issue that often is overlooked— the impact of NAFTA on small business. 

I am sure that each of my colleagues has heard stories from suppliers and dis- 
tributors— typical small businesses— who have seen their larger clients relocate to 
Mexico or Canada. The disruptions in these business relationships can be devastat- 
ing for many small businesses and their communities. 

Many large companies have downsized or outright moved away to keep their costs 
down. A large company can afford to make such a move. A small business, however, 
usually cannot nor will not relocate. Family-owned small businesses, which have 
been operating for generations, are in serious jeopardy. 

To complicate matters, there is a lack of information about the effects of NAFTA 
on small businesses 

The Administration's 140-page Study on the Operation and Effects of the North 
American Free Trade Agreement did not look at the impact of the trade treaty on 
our small firms. 

The 800-page report released by the International Trade Commission, which took 
an exhaustive look at the impact of NAFTA on over 200 industries, did not dedicate 
even one page to the effects of NAFTA on small business. 

The Labor Department's NAFTA-Trade Adjustment Assistance (TAA) program 
does not track whether dislocated workers work for large or small businesses. 

This concerns me, Mr. Chairman. Small businesses employ 53 percent of the pri- 
vate work force and account for 47 percent of all sales in the country. The small- 
business-dominated industries were responsible for an estimated 75 percent of the 
2.5 million new jobs created during 1995. 

This lack of attention of the effect of NAFTA on small business is of particular 
concern to me because of the opportunities these ventures provide to women and 
aspiring entrepreneurs from disadvantaged communities. As of 1996, there were 7.7 
million women-owned firms that provided jobs for 15.5 million persons— more than 
that employed by the Fortune 500 industrial firms. Blacks, Latinos, and Asian- 
Americans are playing key roles in our economy with their enterprising spirit and 
hard work. We must protect and encourage this trend. 

The Members of the Small Business Committee recognize that the consequences 
of NAFTA on small business must not be ignored. Last month during reauthoriza- 
tion of SBA we adopted a proposal to instruct SBA to take action through its exist- 
ing assistance programs to address the needs of small businesses harmed by 
NAFTA. 

As many of you know, the needs of small business are unique. Many need access 
to capital. Some need basic technical and managerial counseling. Many need help 
to market their products. Thus, we should tailor a federal response to meet these 
special needs. 

But we must act now. We must include special provisions to address the effects 
on small businesses in any fast track or NAFTA legislation. Small businesses and 
the families and communities they support have too much at stake. It will be too 
late after the damage is done to correct the adverse impact. 

Recently, the Administration finally implemented a NADBank-related program to 
provide loan and credit assistance to businesses in 35 communities adversely af- 
fected by NAFTA. That is a good beginning. Flowever, the assistance is limited and 
comes almost five years after NAFTA was enacted. That is unacceptable. 

My colleagues, I believe we have a special responsibility to address the effects 
NAFTA has had on small business. Too many jobs are involved. Too many commu- 
nities are in fear of being the next ones hit by "mom and pop" shops closing down. 
Our small businesses must continue to be the engine that drives this economy. 

I look forward to working with you, Mr. Chairman, Mr. Matsui, and the rest of 
the Subcommittee to address this important matter. We must do whatever we can 
to help the backbone of our economy— our family-owned and small businesses deal 
with NAFTA and expanded world trade. 

Thank you, Mr. Chairman. 


Mr. Shaw. Thank you. 
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Mr. Matsui. 

Mr. Matsui. Mr. Chairman, I have no questions. I want to thank 
the four witnesses here and Mr. Dreier, who left. 

Mr. Shaw. Do any of the Members on the Republican side have 
any questions? On the Democrat's side? 

I guess we had pretty complete testimony. We thank you all for 
testifying. I would like to mention just one thing though that the 
effect of side agreements and what not. They really have not been 
affected. Yesterday at a Florida delegation meeting I'll direct this 
to you, Mr. Kolbe, I guess, more than anyone else. Is that it became 
apparent that Mexico was blocking all Florida citrus into Mexico 
and for what they call sanitation reasons. I think we need to— and 
I think if we are going to get a treaty with Chile or anyone else 
that we want to, that we are going to have to see, we are going 
to have to vigorously enforce what we have with Mexico. Truly, I 
think if anything could have gone wrong, it did go wrong with 
Mexico's economy during the first years of NAFTA. There's no 
question about that, everything from corruption to the collapse of 
the peso. We are not dealing with Mexico now. I understand that 
Chile is quite a different country. It is much more like ours, with 
a strong economy, environmental protections, labor protections, 
things that we just don't see in Mexico. I think it would be wrong 
to play politics on this. 

Flowever, I think there are many of us that will see this as an 
opportunity to do some cleanup under the Mexico fast track vote 
in which we feel that some of our in some areas that we were short 
changed. 

Do you have any comment on that? I know you worked on me 
very hard to get my vote on NAFTA. Now I'm asking you to explain 
what we might be able to do to correct that situation. 

Mr. Kolbe. Mr. Chairman, yes. I am not familiar, well, I am 
somewhat familiar with the particular thing you are talking about. 
It illustrates exactly what we have been talking about and we have 
heard from some of the other panelists here today, how countries 
use as a political tool sanitary standards. Now they should be 
based on science, pure and simple based on science. We ought to 
have an international way of doing that. 

But countries all too often, whether it's Mexico and sometimes 
the United States, base them on political reasons, not on scientific 
reasons. We should make sure countries aren't allowed to do that, 
whether it is Mexico, the United States, the European Union that 
blocks all United States beef because of hormones. You can't sell 
beef in Europe. We should be saying. No, no, look, there's a sci- 
entific standard here and even they acknowledge the scientific 
standard, but for political reasons they can't do that. 

I want to just also make it clear that we're really not talking 
about further trade just with Chile. For example, 1999 is the year 
that we are going to have massive negotiations on agriculture. We 
want to open up European and other regions of the world markets 
to the U.S. agricultural sector. We're the largest exporting agricul- 
tural country in the world. Those talks are vital to us. 

Mr. Shaw. But the point I am making, and I think it's a point 
that needs to be made, at least I think the Florida delegation is one 
of the largest in the Congress. In a meeting yesterday, looking 
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around the table, I think I was closer to voting yes than anyone 
else who was present at that meeting. I think in order to get the 
votes, it's going to be incumbent upon the administration in the 
next month or whenever it is that they are going to finally come 
to us with the fast track legislation, that we are going to have to 
see some movement by the administration toward enforcing the 
rights of the United States under the NAFTA with Mexico. 

Mr. Kolbe. I agree. 

Mr. Shaw. Because if they don't, I am afraid the fast track is 
going to go down. I think the fast track is important, but it's only 
important if we enforce and our government enforces the rights of 
the United States under that agreement. 

Mr. Levin. Mr. Shaw, could I comment very briefly on that? 

Mr. Shaw. Yes. 

Mr. Levin. I am very glad you raised it. You have a habit of rais- 
ing such cogent issues. 

I just want to comment on it. 

Number one, your comment assumes the relevance of these 
issues in trade negotiations. That's what part of this argument is 
about. These issues are economic issues. They are relevant, includ- 
ing the standards both as to labor markets and the environment, 
as to health statutes and so forth, in developing nations like Mex- 
ico. 

Number two, enforcement is critical. We argued about that when 
we were discussing NAFTA. I favor expanding trade as long as the 
rules of competition are addressed, clearly addressed, and there's 
enforcement. With Mexico, it was clear in the discussions that 
there were totally inadequate enforcement procedures to carry out 
what was in that agreement. We not only wanted there to be agree- 
ments within the major context, but also enforcement procedures 
that were meaningful. There were not any. At least there were very 
few. Where you had enforcement procedures, they were essentially 
subject to a veto by Canada, in the few places where you had en- 
forcement mechanisms. 

I hope that as we face these issues, as the Republicans do as well 
as Democrats, as the administration does, that we recognize these 
as economic issues where enforcement as you have suggested is 
critical. 

I want to say one last thing quickly. We need further agricultural 
discussions and negotiations. If fast track were related to renewed 
agricultural discussions through WTO, we wouldn't be having this 
controversy. 

Mr. Kolbe. This? 

Mr. Levin. We are having this controversy essentially because of 
these burgeoning relations and competitive conditions with devel- 
oping countries that have very different structures than the United 
States of America. So I hope, Mr. Chairman, that your comment 
will be taken very, very seriously and we will address this issue of 
enforcement within the body of discussions in any agreement. 

Ms. Kaptur. Mr. Chairman, might I just comment? I was one of 
the Members that opposed side agreements because I thought 
issues of significance should be in the body of the main agreement. 

Mr. Shaw. I think we found that out. 
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Ms. Kaptur. I just wanted to say that I do not favor the adminis- 
tration's current references that some of these issues can be dealt 
with in side agreements, because in such critical areas as agri- 
culture, we have been gravely disappointed. 

In our testimony, we reference a bill we have authored which 
now has close to if not 100 cosponsors, H.R. 978, the NAFTA Ac- 
countability Act. In that act, and I would ask Members of the Sub- 
committee to reference that as they study, we talk about the ad- 
ministration reporting back on the results of different provisions of 
NAFTA, including agriculture. For example, in your tomato indus- 
try in Florida, we have no good information that has been prepared 
from the administration. We have lots of victims. I think for us to 
legislate more fast track without fixing what's wrong with the cur- 
rent arrangements is truly not fair to our people. 

I thank you for your interest in that, and would merely rec- 
ommend that Members take a close look at FI.R. 978, the NAFTA 
Accountability Act. 

Mr. Shaw. Thank you. Well, I think the Members, many of the 
Members, I know the Florida Members are going to be watching 
the enforcement in the next month before the final vote. That could 
be, and the administration should be very much aware that that 
could very seriously influence many of our votes on this fast track. 

I hope they do because I think fast track authority with dealing 
with Chile and some of the other South American countries is very 
important to the trade in the United States, but we have to find 
that there is a willingness, a desire to aggressively enforce the 
rights of Americans under the agreement with appropriate sanc- 
tions. 

I thank you. 

Mr. Nussle. Mr. Chairman. Excuse me. I have no knowledge 
about the Florida citrus issue, but I am curious. Certainly, there 
are growing pains as we move through this, but I am wondering 
about the process that Florida would have at its disposal if in fact 
there was a problem with Mexico not allowing in citrus before 
NAFTA. What would be our remedy? We know what it is. And 
maybe this goes to the panel. The thing I have observed is that at 
least we have a beginning, a starting point. We have an oppor- 
tunity for looking whether it's inside agreement or in the body, at 
least there is something there. 

Before NAFTA, my understanding is that your 

Mr. Shaw. There is enforcement proceedings that are in there. 
Obviously, any trade agreement is a two-way system. They say you 
know what it was before and is it any different after. You are sup- 
posed to get something when you give something. We gave some- 
thing and we want to be sure we get something. To get something 
is to get fair trade. 

Perhaps I should have held my remarks for the U.S. Trade Rep- 
resentative, who is the next one. Perhaps you would like to direct 
those questions to the trade representative. There is a process for 
enforcement. Whether a complaint has been filed by the Florida 
people, I do not know. But I think that is an appropriate question. 

Mr. Kolbe. Mr. Chairman, the Chairman is correct. There are 
enforcement mechanisms. They do have limitations on them. Both 
the countries involved have to nave a will to make them work. 
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I would just point out we have arbitrarily refused to implement 
the trucking provisions of the NAFTA, even though there is no 
legal provision for us not to implement those. We have just said we 
are not going to allow the trucks in, even though they were sup- 
posed to have been allowed in 2 years ago. 

Mr. Levin. But do ask the U.S. Trade Representative, Mr. 
Nussle, because I think one of the problems is that the NAFTA es- 
sentially set up a structure that superseded other abilities of the 
United States to act. It set up a new structure. But the problem 
was there were no meaningful enforcement provisions. 

As Mr. Kolbe has said, it depended on the will of both nations 
except in a few areas, but there Canada had essentially veto power. 
You cannot have a meaningful bilateral agreement where it simply 
leaves the enforcement up to consensus because the nation that 
wants to take advantage will do so with impunity. 

Before NAFTA, we had more abilities to act. Mr. Kolbe is in a 
sense correct. We have refused to enforce some provisions in part 
because there has been a lack of an overall enforcement mecha- 
nism. We have to do better in fast track legislation next time 
around within the body of agreements that are reached with other 
countries, especially developing countries. 

Mr. Shaw. Mr. Matsui. 

Mr. Matsui. I would like to just make an observation. I know we 
have a long series of speakers, and so we want to move this along. 
But I think what Mr. Nussle says is correct. Frankly, we still have 
trade sanctions, such as section 301 available to us. Our problem 
is is that if one country refuses to cooperate, the option open to us 
then is some kind of sanctions, trade sanctions. Then all of a sud- 
den you see retaliation. Before you know it, we can find ourselves 
in a trade war with a country. Obviously, they might hit Michigan 
or may hit California. Who knows where they might hit. When that 
happens, then Members start saying. Gee, maybe I don't want to 
do this. That's what our frustration is. 

The reality is that ultimately, as Mr. Kolbe says, it still requires 
a cooperation of the countries. But you do have a framework and 
you have dialog going on. But you don't have any built-in sanction 
like a world court and a police force that enforces these things. As 
Mr. Kolbe says, we're not complying with the trucking provisions 
now because we have grave reservations about them. 

Mr. Kolbe. And the agreement permits Mexico, as a result of 
that, to sanction some of our products. They came up with a whole 
list. A number of United States exports to Mexico were badly hurt, 
a number of agricultural exports to Mexico were badly hurt be- 
cause of our failure to implement the trucking provisions. They 
were allowed to do that under the NAFTA. 

Mr. Levin. But Mr. Matsui, when you reach an agreement and 
do not have a provision for enforcement, you are essentially with- 
drawing from yourself other means of enforcing those provisions. 

Mr. Matsui. Sander, the problem is that we had this debate dur- 
ing the implementation of the WTO. We didn't want to give up, we 
the United States, did not want to give up our sovereignty. So 
we're not going to let the WTO tell us that if you don't comply 
United States, we're going to do this to you. Now, you can't have 
it both ways. 
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Mr. Levin. Except with the WTO 

Mr. Matsu I . Either we're going to have a world body that's going 
to have an enforcement mechanism, or you are going to say it's 
going to have to be worked out by the countries. But you do have 
an agreement, your framework, and obviously public opinion. Then 
if it comes down to it where you finally get frustrated, then you im- 
pose economic sanctions. You don't want to do that because I guar- 
antee retaliation will occur, and they will come at us at a very vul- 
nerable situation. 

Mr. Shaw. I am going to let that be the last word. Once again, 
thank you to this panel. 

Mr. Levin. Thank you for raising your question, Mr. Shaw. 

Mr. Shaw. Our next witness, who has already been sort of intro- 
duced, is Hon. J effrey M. Lang, who is the Deputy U.S. Trade Rep- 
resentative. Again, we have your full testimony. We invite you to 
proceed as you wish. As you can already guess, we will have some 
questions for you at the end of your testimony. 

Ambassador Lang. 

STATEMENT OF HON.J EFFREY LANG, DEPUTY U.S. TRADE 
REPRESENTATIVE 

Mr. Lang. Good morning, Mr. Chairman. Thank you. Members 
of the Subcommittee. I will try to briefly summarize, Mr. Chair- 
man, because I know time is short. 

Over the last 4 years, a period which achieved the lowest com- 
bined rates of unemployment and inflation since the sixties, and 
unprecedented investment-led expansion, one-third of our economic 
growth has come from exports. The NAFTA was created to help the 
United States capitalize on the changes in the global economy by 
opening up the North American economy. The President's J uly 
study, which is the subject of this hearing, indicates the NAFTA 
has had a positive effect on our gross domestic product: employ- 
ment, income, investment, and wages. 

Let me just talk about a couple of the highlights of the testimony 
in the report. First, the effect on trade barriers. NAFTA was de- 
signed to gradually eliminate the tariff and nontariff barriers to 
trade and investment in North America. Under the NAFTA, for ex- 
ample, Mexico has reduced its trade barriers significantly and dis- 
mantled protectionist rules and regulations. In contrast, the United 
States, which started with much lower tariffs and market access 
barriers generally, has made only slight reductions. 

Let me put this in specific terms. Before the NAFTA, Mexico's 
applied tariffs, the actual tariffs on United States goods, averaged 
10 percent ad valorem. United States tariffs on Mexican imports 
into the United States, their applied rates, averaged 2.07 percent 
ad valorem, and over one-half of Mexican imports already entered 
the United States duty free. Since NAFTA, Mexico has r^uced its 
average applied rate from that 10 percent by 7.1 percentage points. 
The reduction in the United States for comparison is 1.4 percent- 
age points. Some of these U.S. tariff reductions would have oc- 
curred anyway under the Uruguay round, even if NAFTA had not 
been in effect. 

Beyond tariffs, NAFTA requires improvements in Mexico's intel- 
lectual property rights regime, its standard setting, the elimination 
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of trade balancing requirements, all kinds of performance require- 
ments, and significant additional modifications. Again, the United 
States is required to do relatively little in regard to these matters. 

Now second, the NAFTA effect on this economy. I am not an 
economist, but as you can see from the NAFTA study and from the 
other materials that have been submitted in aid of this hearing, 
isolating NAFTA's effects on the U.S. economy is a real challenge. 
It's only been in effect for 3 years. There has been a severe reces- 
sion in Mexico, a depreciation of their currency, and United States 
reductions of tariff rates in connection with the Uruguay round. 
Remember, 50 percent of the U.S. schedule will be at zero when 
the Uruguay staging is fully in place 3 or 4 years from now. That 
applies to the whole world, including Mexico. 

The administration view is that the NAFTA has contributed to 
our current economic expansion and had a modest net effect on ex- 
ports, income investment, and jobs supported by exports. It's facili- 
tating investment and the creation of higher than average paying 
Unit^ States jobs supported by these exports to Mexico and to 
Canada. 

Now the effect on the Mexican economy: Our view is that the 
NAFTA has helped in the Mexican economy. The best standard I 
can find is to compare Mexico's recovery in 1996 with its recovery 
from its previous financial crisis in 1982. The NAFTA, of course, 
was not in effect then. That reveals that both the Mexican economy 
and American exports recovered rapidly. You might even say much 
more rapidly following the 1995 crisis than it did earlier. That was 
in part because of the economic reforms that were locked in by 
NAFTA, and in part due to the market opening requirements of 
NAFTA. 

Now a few comments on sectoral effects: In general. United 
States suppliers have seen their share of Mexico's imports grow 
since NAFTA has gone into effect, from 69.3 percent to 75.5 per- 
cent. That mostly reflects an average tariff advantage over non- 
NAFTA exporters of about 10 percentage points, j ust a few exam- 
ples in sectors I picked out from the report: In the textile sector, 
Mexico has cut textile tariffs by 10.7 percentage points. The United 
States share of Mexican imports is up 17.2 percentage points to 
86.4. 

Transport equipment sector: Mexico cut tariffs 10.2 percentage 
points under NAFTA. The U.S. share is up 19.2 percentage points 
to 83.1 percent. Electronic goods and appliances: The Mexican tariff 
cut was 9.0 percentage points. The U.S. share is up 5.7 percentage 
points, about 75 percent. 

Several industries have experienced strong United States import 
growth from Mexico. But in many cases, as the report shows, Mexi- 
can imports have displaced imports for other regions. Let's take a 
really sensitive sector, apparel. The share of United States imports 
supplied by Mexico rose from 4.4 percent of our global imports to 
9.6, from 1993 to 1996. But at the same time, the share of United 
States imports from China, Flong Kong, Taiwan and Korea, the big 
exporters, fell from 39 percent of our imports in 1993 to 30 percent 
in 1996. j ust about two-thirds of the value of Mexican apparel im- 
ports in 1996, by the way, was comprised of United States content. 
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Finally, Mr. Chairman, let me say a brief word about labor and 
the environment. Under the North American Agreement on Labor 
Cooperation, there is this unique submission process which subjects 
member governments to public and international attention for al- 
leged failure to enforce labor laws. The submission process has con- 
tributed to some interesting outcomes which we think are useful, 
such as the recognition of a union previously denied recognition, 
and permitting secret union ballots at two companies where pre- 
viously union votes were not secret. In the period between 1993 
and the end of 1996, Mexico's Secretariat of Labor and Social Wel- 
fare has increased funding for enforcement of labor laws in Mexico 
by 2y2 times, 250 percent. 

In environment, the environmental institutions established 
under NAFTA are certifying and financing infrastructure projects 
designed to improve the environment along the United States- 
Mexico border. To date, 16 projects with a combined cost of nearly 
$230 million have been certified by the BECC, Border Environment 
Cooperation Commission, and more generally, the North American 
Development Bank, so-called NADBank, will be able to leverage its 
capital into $2 or $3 billion in lending. In fact, some important 
projects are about to come before the NADBank in the coming week 
or two. 

Through the NAFTA mechanisms, Mexico has agreed to join the 
United States and Canada in banning the pesticides DDT and 
chlordane. That will ensure that these toxic substances which are 
long lived will no longer cross the southern border. 

The United States and Mexico have launched a Border XXI Pro- 
gram which establishes 5-year objectives for cleaner border envi- 
ronment and some specific blueprints for achieving them. 

Finally, Mexico itself has established a voluntary environmental 
auditing program. It has completed audits of 617 facilities to date. 
Of these, 404 have signed environmental compliance action plans. 
That represents a little more than $800 million in environmental 
investments in Mexico. 

In conclusion, Mr. Chairman, we believe the NAFTA is gradually 
accomplishing its central objective of opening the Mexican market, 
our second largest export market. Open trade is not an end in 
itself. We seek the long-term economic security of American work- 
ers. That is always paramount. We continue to believe that appro- 
priate improvements are desirable. 

Let me say one final general word. That is, NAFTA is not the 
prism through which all elements of U.S. trade and investment pol- 
icy and the future should be viewed. It is important, but we need 
to be global and multifaceted in our trade policy and in our strate- 
gies for getting agreements in order to succeed in this global mar- 
ketplace. We are convinced the NAFTA and the other market open- 
ing agreements we have negotiated, and will negotiate in the fu- 
ture working with you and other Members of Congress, are in the 
interests of the U.S. economy and its work force. We look forward 
to working with you. 

Thank you very much, Mr. Chairman. I would be glad to take 
your questions. 

[The prepared statement follows:] 
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statement of Hon. J effrey Lang, Deputy U.S. Trade Representative 

Mr. Chairman, Members of the Committee, thank you for this opportunity to dis- 
cuss the North American F ree Trade Agreement. 

Trade and the U.S. Economy 

Trade expansion is a key component of the President's economic poiicy program 
for The U.S. Over the iast four years— a period which achieved the iowest combined 
rates of unempioyment and infiation since the 1960s and an unprecedented invest- 
ment ied expansion— one third of our economic growth has come from increased ex- 
ports. With this in mind, this Administration is determined to continue the vigorous 
effort to both open foreign markets and ievei the giobai commerdai piaying fieid and 
promote the expansion of our exports and trade. 

More than 11.5 miiiion U.S. jobs now depend on exports— an increase of 1.7 mii- 
iion from just four years ago. These are good jobs: the wages of jobs supported by 
goods exports are 13-16% higher than non-trade-related jobs in the economy. It is 
imperative we continue our efforts to generate more of these jobs for The U.S. as 
we enter the 21st century. 

The U.S. is competing successfully across a wide array of sectors. In fact, our 
economy has been judged to be the most competitive large economy in the world for 
the last five years. Our economy is the envy of the world, and positions us to suc- 
ceed to an unparalleled degree as we enter the next century. In the last four years, 
exports of manufactured goods increased 42%; high technology exports increased 
45%, services exports, 33%; and agricultural exports, 41%; all to record highs. 

Our ability to sustain growth and prosperity in the years to come depends signifi- 
cantly upon our ability to tap effectively intoemerging markets, particularly in Asia 
and Latin America which are projected to grow at rates three times the U.S. growth 
rate, while at the same time remaining vigilant in our efforts to open the mature 
economies of our traditional trading partners. In the global economy, more than 95 
percent of the world's consumers reside outside the United States. Of the more than 
30 million annual additions to the world's middle-class and upper-class consumers, 
an estimated three quarters are found in emerging markets and other low and mid- 
dle income countries. Latin America alone, if current trends continue, will exceed 
both J apan and Western Europe combined as an export market for U.S. goods by 
the year 2010. Already, Latin America is our fastest growing export market, even 
though the tariffs within the region average four times higher than the average U.S. 
tariff. Similarly, the Asian Pacific Rim has been our second fastest growing export 
market in recent years, but again its market access barriers are also significantly 
higher than U.S. barriers. The elimination of market access barriers in the global 
marketplace is fundamentally in the interests of The U.S. given that The U.S. is 
the most competitive large economy, and the most open large economy in the world. 

NAFTA AND U.S. Trade 

The NAFTA, which encompasses the world's largest free trade area, was created 
to help the United States capitalize on the changes in the global economy by open- 
ing the North American economy. Unprecedented in scale and complexity, the 
NAFTA was a strategic step forward for U.S. trade policy. Only three and one-half 
years into its fifteen year implementation process, it has already yielded benefits 
for U.S. citizens. The President's] uly Study indicates the NAFTA has had a posi- 
tive impact on our GDP, employment, income, investment, and wages. 

Two-way trade with our NAFTA partners has grown 44 percent since the NAFTA 
was signed, compared with 33 percent for the rest of the world. U.S. trade with our 
North American partners accounts for nearly one-third of our trade with the world. 

Between 1993 and 1996, U.S. goods exports to Canada were up by 33.6%, to 
$134.2 billion. U.S. exports to Mexico grew by 36.5%— or $16.2 billion— from 1993 
to a record high in 1996, despite a 3.3% contraction in Mexico's domestic demand 
and a 14 percent drop in 1995 alone. 

Outstanding progress has continued into this year. I n the first six months of 1997, 
Mexico and Canada accounted for 49 percent of the growth in total U.S. exports. 
U.S. exports to Mexico were up nearly 23 percent from the same period in 1996, 
and 1996 was a historic high— a remarkable accomplishment considering Mexico un- 
derwent its worst economic downturn in modern history in 1995. U.S. exports to 
Canada in the first six months of this year are up 12 percent over last year's his- 
toric high as well. Perhaps even more remarkable, U.S. exports to Mexico in the sec- 
ond quarter of this year exceeded U.S. exports toj apan, even though Mexico's econ- 
omy is one-twelfth the size of J apan's. 
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NAFTA's Effect on Trade Barriers 

The NAFTA is accomplishing what it was designed to do: gradually eliminate the 
tariff and non-tariff barriers to trade and investment in North America. This is par- 
ticularly important to the U.S. given the historic inequity that exists in the relative 
openness of the markets in North America. Under the NAFTA, Mexico has reduced 
its trade barriers significantly and dismantled protectionist rules and regulations, 
while the United States— which started with much lower tariffs and market access 
barriers generally— has made only slight reductions. 

For example, before the NAFTA, Mexican applied tariffs on U.S. goods averaged 
10 percent. U.S. tariffs on Mexican imports averaged 2.07 percent, and over half of 
Mexican imports were already entering the United States duty-free. 

Since the NAFTA, Mexico has reduced its average applied tariffs on U.S. imports 
by 7.1 percentage points, compared with a reduction of 1.4 percentage points by the 
United States. The United States, it should be noted, would have reduced some of 
these tariffs under the Uruguay Round, even in the absence of NAFTA. 

Beyond tariffs, the NAFTA requires improvements in Mexico's intellectual prop- 
erty rights regime, standards setting, the elimination of trade balancing require- 
ments and other performance requirements. The United States is required to do rel- 
atively little in this regard given our longstanding openness to commerce that has 
served us well, our advanced intellectual property rights regime, transparent stand- 
ards setting procedures, open investment regime and relative lack of non-tariff trade 
barriers more generally. 

NAFTA's Effect on J obs in the U.S. Economy 

The President's Study reviewed findings from a variety of outside studies and 
analyzed both Mexican and U.S. data, attempting to isolate the effects of the 
NAFTA from other factors. Isolating NAFTA's effects on the U.S. economy is chal- 
lenging since it has only been in effect for three years and events such as Mexico's 
severe recession, the depreciation of the peso, and U.S. tariff reductions under the 
Uruguay Round occurred during the same period. Flowever, the NAFTA's results 
and resilience so far give us plenty of reason for optimism. 

Based on a careful review of studies from a variety of prestigious institutions, the 
Administration concludes that the NAFTA has contributed to our current economic 
expansion and has had a modest positive effect on net exports, income, investment 
and jobs supported by exports. The Study finds that the NAFTA is facilitating in- 
vestment and the creation of higher than average paying U.S. jobs supported by ex- 
ports to Mexico. 

Goods exports to Canada and Mexico supported an estimated 2.3 million jobs in 
1996. This represents an increase of 311,000 jobs since 1993—189,000 supported by 
exports to Canada, and 122,000 by exports to Mexico. DRI estimates that NAFTA 
contributed $13 billion to U.S. real income and $5 billion to business investment in 
1996, controlling for Mexico's financial crisis. These estimates suggest that the 
NAFTA's impact, isolated from other factors, has boosted jobs associated with ex- 
ports to Mexico between roughly 90,000 and 160,000. 

An earlier study by the Dallas Federal Reserve finds that NAFTA raised exports 
by roughly $7 billion and imports by roughly $4 billion. The relatively greater effect 
on exports partly reflects the fact that, under NAFTA, Mexico reduced its tariffs 
roughly 5 times more than the United States. 

In implementing NAFTA, both the Administration and the Congress recognized 
that while expanded trade provided real opportunities, there would also be some 
worker dislocation. The Trade Adjustment Assistance Program and the new NAFTA 
Transitional Adjustment Assistance Program provide the tools for trade-impacted 
workers to obtain the skills they need to adapt to the global economy. These pro- 
grams are an important commitment to American workers. 

NAFTA's Effect on Wages 

The President's Study indicates that the NAFTA is helping to generate additional 
U.S. export supported jobs paying higher than average wages by providing competi- 
tive enterprises and workers with new opportunities. Increased exports and trade 
leads to greater productivity, and greater productivity is the key to higher incomes. 

In the United States, real earnings are up over the period from 1993 toj uly 1997, 
with the gains coming in recent quarters: real hourly earnings, up 1.9%; real weekly 
earnings, 1.6%. The real incomes of every quintile of the workforce increased be- 
tween 1993 and 1996, with the largest percentage increase for those in the lowest 
quintile. Furthermore, a CE A/Department of Labor study found that from February 
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1994 to February 1996 more than 68% of the new jobs created paid above the me- 
dian wage. 


NAFTA's Effect on The Mexican Economy 

The NAFTA has aiso helped Mexico's economy, which is in our interests, both in- 
directly and directly. In 1995, Mexico experienced its most severe economic recession 
since the 1930s. Comparing Mexico's recovery in 1996 with its recovery from its fi- 
nancial crisis in 1982, when the NAFTA was not in effect, reveals that both the 
Mexican economy and U.S. exports recovered more rapidly following the 1995 crisis, 
in part because of the economic reforms locked in by the NAFTA and its market 
opening requirements. Mexico's strong economic adjustment program and bilateral 
and multilateral financial support were also important. 

Following the 1982 financial crisis, Mexican output drifted down for nearly two 
years before rising again and did not recover to pre-crisis levels for five years. Al- 
though Mexican economic output dropped more quickly in 1995, it also rebounded 
more quickly, reaching pre-crisis peaks by the end of 1996. Similarly, following the 
1982 crisis, it took Mexico seven years to return to international capital markets, 
while in 1995 it took seven months. 

Following the 1982 financial crisis, Mexico raised tariffs by 100 percent and 
clamped down on imports with severe licensing requirements: U.S. exports to Mex- 
ico fell by half and did not recover for nearly seven years. In 1995, Mexico continued 
to implement its NAFTA obligations even as it raised tariffs on imports from other 
countries. As a result, U.S. exports recovered in 18 months and were up nearly 37% 
by the end of 1996 relative to pre-NAFTA levels, even though Mexican demand over 
the period was down 3.3%. Furthermore, the U.S. gained an even greater share of 
Mexico's import market through this period. For example in agriculture: 

• U.S. agricultural exports to the NAFTA countries have increased from $8.87 bil- 
lion in 1993 to a record $11.59 billion in 1996. The United States had an agricul- 
tural trade surplus of over $1 billion with its NAFTA partners in 1996. 

• U.S. export performance with Mexico has been particularly strong, with exports 
increasing nearly 15 percent per year, on average, between 1993 and 1996, to a 
record $5.4 billion. The twelve fastest-growing commodities— corn, pork, soybeans, 
wheat field seeds, vegetable oils, cotton, sugar and related products, barley, pulses, 
beef and veal, rice, and soybeans— together increased $2 billion, more than 150 per- 
cent. 

• U.S. agricultural exports to Canada grew nearly 5 percent per year between 
1993 and 1996, to a record $6.1 billion. Twelve commodities— corn, pork, cotton, or- 
ange juice, sugar and related products, hides and skins, beverages except juice, soy- 
bean meal, wine, peanuts, field seeds, and rice— as a group, increased $3fe million, 
up 42 percent from 1993. 

• Some of the biggest gains in U.S. exports to Mexico due to NAFTA have been 
for sorghum, cattle, beef, dairy products, apples and pears. U.S. exports of these 
products were 10 to 30 percent higher in 1996 than they would have been without 
the agreement. 

• U.S. agricultural suppliers hold dominant market shares in both Canada and 
Mexico. In 1996, the U.S. share of Canada's total agricultural imports was 65 per- 
cent and the U.S. share for Mexico was 76 percent. NAFTA preferential tariff rates 
helped U.S. suppliers solidify, and expand, their market share. 

NAFTA's Effect in Key Sectors 

Under the NAFTA, U.S. suppliers in many other sectors hold dominant shares of 
Mexico's import markets and, in some cases, have expanded their shares signifi- 
cantly at the expense of suppliers from other countries. These increases are indic- 
ative of the NAFTA's effects, since they control for factors that affect all foreign sup- 
pliers similarly, such as Mexico's recession. 

U.S. suppliers have seen their share of Mexico's import market grow from 69.3% 
to 75.5%, a reflection of their 10 percentage point average tariff advantage over for- 
eign suppliers. Mexico's share of U.S. imports has risen from 6.9% to 9.3%, is less 
than half the percentage point gain in market share attained by U.S. suppliers. 

In key sectors where Mexico has cut tariffs, the U.S. has gained market share. 
In the textiles sector, where Mexico has cut textiles tariffs by 10.7 percentage points 
under the NAFTA, the U.S. share of Mexican imports is up 17.2 percentage points, 
to 86.4%. In the transport equipment sector, where Mexico has cut tariffs 10.2 per- 
centage points under the NAFTA, the U.S. share is up 19.2 percentage points, to 
83.1%,. And in the electronic goods and appliances sector, where Mexico has cut tar- 
iffs by 9.0 percentage points, the U.S. share is up 5.7 percentage points, to 74.3 per- 
cent. 
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In industries such as autos, chemicais, textiies and eiectronics, NAFTA is permit- 
ting U.S. companies to achieve synergies across the North American market, im- 
proving their strategic positions abroad and contributing to strong growth in em- 
pioyment, production, and investment at home. 

In several industries that have experienced strong U.S. import growth from Mex- 
ico, Mexican imports have largely displaced imports from other regions, which have 
lower U.S. domestic content. In the textile and apparel industry, the share of U.S. 
imports supplied by Mexico rose from 4.4% in 1993 to 9.6% in 1996, while the share 
of U.S. imports from China, Flong Kong, Taiwan and Korea fell from 39% in 1993 
to 30% in 1996. Close to two thirds of the apparel imports in 1996 was comprised 
of U.S. content whereas the U.S. content of apparel imports from these Asian sup- 
pliers is minimal or zero. 


Labor Protection 

The NAFTA is working for both industry and labor. The North American Agree- 
ment on Labor Cooperation (NAALC) that was established by the NAFTA has gen- 
erated cooperation on fundamental labor issues and enhanced oversight and enforce- 
ment of labor laws. 

The NAALC submission process subjects member governments to public and 
international scrutiny for alleged failure to enforce of labor laws. The submission 
process has contributed to such outcomes as the recognition of a union for the first 
time and the holding of secret representation union ballots at one company and one 
federal government department where union representative votes previously were 
generally not secret. The combination of stepped up cooperation on a variety of labor 
issues and the submission process is contributing to progress. 

Between 1993 and 1996, Mexico's Secretariat of Labor and Social Welfare in- 
creased funding for the enforcement of labor laws by almost 250% in real terms. 
Mexico has reported a 30 percent reduction in the number of workplace injuries and 
illnesses since the NAFTA was signed. Mexico has issued new occupational safety 
and health regulations that break new ground in providing protection to workers, 
including construction and agricultural workers and pregnant women. 

Under the NAALC, the Canadian, Mexican, and U.S. governments have initiated 
cooperative efforts on a variety of labor issues, including occupational safety and 
health, employment and training, industrial relations, worker rights and child labor 
and gender issues. As these efforts continue, the capacity of our respective govern- 
ments to effectively enforce fundamental labor laws and improve working conditions 
and worker protections increases. 

Environmental Protection 

The NAFTA also includes mechanisms to address environmental problems that 
have long challenged communities along our 2000-mile border with Mexico. In many 
respects, the NAFTA's environmental agreements are generating unprecedented re- 
gional cooperation on broad environmental issues and improved enforcement of envi- 
ronmental laws in North America. 

Environmental institutions established under the NAFTA are certifying and fi- 
nancing infrastructure projects designed to improve the environment along the U.S.- 
Mexico border. To date, 16 projects with a combined cost of nearly $230 million have 
been certified by the Border Environment Cooperation Commission (BECC). More 
generally, the North American Development Bank (NADBank) will be able to lever- 
age its capital into $2 to $3 billion in lending. Construction has already begun on 
seven projects, including a water treatment facility in Brawley, California and a 
water supply project in Mercedes, Texas. 

The NAFTA Commission for Environmental Cooperation, or CEC, has strength- 
ened trilateral cooperation on a broad range of environmental issues, including ille- 
gal transboundary shipments of hazardous wastes, endangered wildlife, and the 
elimination of certain toxic chemicals and pesticides. 

Through the CEC, Mexico has agreed to join the United States and Canada in 
banning the pesticides DDT and chlordane, helping ensure that these long-lived, 
toxic substances no longer cross our border from Mexico. Also, the CEC recently re- 
leased the first annual pollutant release and transfer register published for North 
America. 

The United States and Mexico have launched a Border XXI Environmental Pro- 
tection program establishes five-year objectives for a cleaner border environment 
and a blueprint for achieving them. U.S. and Mexican officials are continuing to re- 
duce emissions from vehicles at border crossings, tracking transboundary shipments 
of hazardous wastes, and operating and U. S. -Mexico J oint Response Team to mini- 
mize the risk of chemical accidents, among other activities. 
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Mexico has established a voluntary environmental auditing program, which has 
completed audits of 617 facilities to date. Of these, 404 companies have signed envi- 
ronmental compliance Action Plans representing more than $800 million in environ- 
mental investments in Mexico. 

Mexico reports a 72% reduction in serious environmental violations in the 
maquiladora industry since the NAFTA was signed, and a 43% increase in the num- 
ber of maquiladora facilities in complete compliance. 

Clearly the longstanding problems in the border region have not all been resolved. 
But the NAFTA's environmental institutions are providing new and powerful tools 
to address many of these problems that were decades in the making. 

Conclusion 

The NAFTA is bringing fairer trade to North America. No one can dispute the 
fact that the NAFTA is gradually accomplishing its central objective of opening the 
Mexican market— our second largest export market in the second quarter of 1997, 
with plenty of room to grow— to a far greater degree. Mexico's economic reform proc- 
ess is largely locked in by the comprehensive rules of the NAFTA, and the agree- 
ment encourages even more market-oriented reforms. Furthermore, the NAFTA ex- 
pands upon the previous U.S. -Canada F ree Trade Agreement by increasing U.S. ca- 
pacity to service the Canadian market. 

Open trade is not an end in itself; the long-term, well-being of the American peo- 
ple, including the economic security of U.S. workers must always be paramount. 
Furthermore, the NAFTA— as important as it is— is not the prism from which all 
elements of U.S. trade and investment policy now and in the future should be 
viewed. We need to be global and multifaceted in our trade policy and agreement 
strategies to succeed in the vast world marketplace. We are also convinced that the 
NAFTA and other market opening agreements as well as those we will negotiate 
working with Congress are in the interests of the U.S. economy and its workforce. 

Mr. Chairman, we must continue to chart the important course that builds on our 
strength to ensure that we open markets around the world and fight for fairness 
in the global trading arena. I will be happy to take questions. 


Chairman Crane. Thank you, J eff. And to start out, Ross Perot, 
you remember, confidently predicted that NAFTA would lead to 
that great sucking sound of United States jobs and investment re- 
locating in Mexico. I have heard from some of my colleagues here 
that the sucking sound took the jobs to Texas. 

Mr. Lang. Took the jobs from Texas? 

Chairman Crane. Right. No. It took the jobs down to Texas. 
They are now the second largest export State in the Union. 

But according to your figures, have U.S. living standards im- 
proved during the years NAFTA has been in effect? 

Mr. Lang. Yes. We have added a huge number of jobs. I am not 
sure I can come up with a number right now. I am sure it's in this 
book. Over the last 5 years, the added number of jobs is around 
11.5 million. That would overwhelm any effect. The important 
thing is that the export jobs are paying considerably better than 
any other jobs in the economy. The estimates are 13 to 16 percent 
above the national average for nonsupervisory production workers. 
Those are the jobs I am talking about. 

We have some estimates of jobs that are supported by exports to 
Canada and Mexico, but I think it's very difficult to work with 
these numbers. All we can say is that the economy, as a whole in 
terms of jobs, is growing very effectively, and that overwhelms any 
effect of NAFTA which is slightly positive according to the studies 
we have cited in the President's study. 

Chairman Crane. Since the NAFTA, can you give us some input 
on the impact of that sucking sound that Ross Perot talked about 
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with job loss? What are the unemployment levels going back over 
the last 2 or 3 years? 

Mr. Lang. The unemployment levels in the United States have 
been coming down quite dramatically. 

Chairman Crane. Coming down since NAFTA? 

Mr. Lang. Oh yes, absolutely. Today, the unemployment level is, 

I think, in the neighborhood of 4.9 percent. 

Chairman Crane. I heard 4.8, but the thing that is interesting 
in response to Mr. Perot's charges at the time we were debating 
NAFTA was that great loss of jobs that would be sucked down to 
Mexico. If that is correct, why is it we have continued to have re- 
duced unemployment rates, and I think we are at record lows in 
the last 27 years. 

Mr. Lang. Yes, that is true, Mr. Chairman. 

Chairman Crane. NAFTA opponents contended that Mexico 
would always be too poor to be a significant market for United 
States exports as well. Flas this allegation been borne out by the 
facts? 

Mr. Lang. No, quite the contrary. It is true that in 1995, Mexico 
had a peso crisis and a resulting recession. But exports have al- 
ready begun to recover, in great part, I think, because NAFTA kept 
that market open for U.S. exports. 

I remember, because I liv^ through it at the time, the effects of 
the peso crisis in 1982. It took 7 years for our exports to recover. 
Under NAFTA, it took about 7 months. We are now improving our 
trade balance with Mexico. It has moved from number three to 
number two as an export market for us. 

Chairman Crane. Ahead of j apan, right? 

Mr. Lang. Ahead of j apan. And we in the first 6 months of this 
year, compared to the first 6 months of last year, the data show 
that we are running a smaller trade deficit with both Mexico and 
Canada. 

Chairman Crane. In February 1995, under pressure created by 
that peso devaluation, Mexico imposed high tariffs on imports of 
apparel, leather, and footwear, to name just a few sectors. Why 
were U .5. exports exempted from these tariff hikes? 

Mr. Lang. Because of NAFTA. 

Chairman Crane. Flow does this contrast to the treatment of U.S. 
exports in 1982 with that peso crisis? 

Mr. Lang. Well, what happened in 1982 is that Mexico greatly 
increased its tariffs, essentially made them prohibitive and applied 
them on an MFN basis. We were subject to them just like every- 
body else. I might say that exacerbate the problem in Mexico, as 
well as creating a problem for us. 

Today, Mexico is stronger because it did not have some of those 
bad options to solve the problems that had caused its recession. 

Chairman Crane. Thank you, j eff. 

Mr. Matsui. 

Mr. Matsui. Thank you, Mr. Chairman. 

Ambassador Lang, I want to thank you for your testimony today. 
I appreciate the report. One of the problems I think the proponents 
of the NAFTA are facing now is that the job increases that some 
talked about back in 1993 never occurred. Now people are saying 
that claims of job claims were exaggerations. I went back and 
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l<x)ked at the news clips and had my staff as well. Ross Perot said 
we would lose 5 million jobs; the giant sucking sound would lose 
5 million jobs. 

Ambassador Kantor, myself, Kolbe, Dreir, and a number of oth- 
ers, Rostenkowski, Gibbons, Mr. Crane, I checked their statements 
and not one of them talked about significant job gains or losses. I n 
fact, the most I believe any one of those I mentioned talked about 
was a net positive or negative in the range of 200,000; and I believe 
your report speaks of 90,000 to 160,000 net job gains in terms of 
the additional exports to Mexico. We all knew this back in 1993 
and Mr. Kantor, Ambassador Barshefsky, and others, knew this be- 
cause the Mexican economy was 2 to 4 percent the size of the 
United States economy. We knew, no matter what, it could not 
have a significant impact on the U.S. job market. 

In fact, if I recall, Mr. Reich talked about 2 million jobs changing 
their description— job description— every year in the United States, 
which he attributed to a dynamic economy, because that means we 
were seeing technological advancement. Unlike what some 
Luddites might say in the 1890's, and couple that with the addi- 
tional 2 million jobs that has been created under this administra- 
tion, you're talking about 4 million jobs, either changing their de- 
scriptions or being added. 

The reality is that any exaggeration was really caused by— and 
I don't want to say the opponents— Mr. Perot anci perhaps Mr. Bu- 
chanan, but certainly Mr. Perot. I think your report reflects, frank- 
ly, what Mr. Kantor and the spokespersons, people for the adminis- 
tration, have been saying all along: This would have a positive ef- 
fect on the United States economy over time because high-tech 
goods would be sent to Mexico; th^'re a young market with 80 mil- 
lion people and would be expanding and 72 percent of Mexicans 
wanted United States goods, if I recall the statistics. 

I don't think the results in your report is much different than 
what you had all predicted would ultimately happen, what we all 
predicted, the proponents of NAFTA ultimately predicted. Is that 
your sense and analysis of this? 

Mr. Lang. Yes, I agree. I think at the time NAFTA went 
through, the predictions were as you said; I think 200,000 is the 
right number. The report confirms these modest effects. When you 
look at the relative size of the economies involved, it's fairly 
straightforward why that's true. This is a $7.5 trillion economy; a 
trillion dollars is a thousand billion. The Mexican economy is $350 
billion maybe. You've cut the budget deficit of the United States in 
the last 5 years by almost three times the size of the Mexican econ- 
omy. So, the likelihood that lowering our tariffs by 1.5 percentage 
points would create an enormous job effect would have been an un- 
likely assumption to make at that time, and that's confirmed by 
the report. 

Remember, if you look at our GSP Program, for example, which 
provides a zero-duty benefit to two-thirds, roughly 60 percent of 
our tariff schedule, to the whole developing world, the average re- 
duction in tariffs under that program is double the cut we have 
made in NAFTA; and it's hard to find the job effects there. 

I think what you said is an accurate description of both the re- 
port and our position 3 or 4 years ago. 
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Mr. Matsui. One other matter, as well, is the fact that we tend 
to forget, 4 years later, what our goals were. Our market to the 
Mexican economy was relatively open, if I recall. I remember every- 
body was talking about maquiladoras. I would go down to San 
Diego and say maquiladoras are going to ruin our country and that 
was because our market was open to Mexican products. What we 
did, if I'm not mistaken— perhaps you can confirm this— is the 
whole goal of the NAFTA was to reduce Mexican tariffs, and I be- 
lieve that the Mexican tariffs have been reduced five times as 
much as United States tariffs over this last 4-year period, or 500 
percent more than United States tariffs. Is that a correct state- 
ment? 

Mr. Lang. Yes, that's about right. Their tariffs have gone down 
7.1 percentage points; ours about 1.5 percentage points. So that's 
just about exactly the order of magnitude of the relative reduction, 
but remember if you gain a 7-percent margin in selling a product 
to a large market— this is 90 million people— you're really gaining 
a significant price advantage. It's very hard to have almost any 
economy of scale and take advantage of 1.5 percentage points. 
That's takes a really long production time. 

Mr. Matsui. The last question or line of thought on this is I 
know some of the opponents of NAFTA have suggested that be- 
cause we have a United States, Mexican, Canadian trade agree- 
ment now, the Mexican economy is stabilized, their government is 
stabilized, and so we're losing investments. All these investments 
now are going to Mexico. 

Perhaps I should be asking the State Department this, but isn't 
it in our interest to have a stable Mexican Government and a sta- 
ble Mexican economy, be the fact that 80 million people border the 
United States? Wasn't that one of the goals of the NAFTA? 

Mr. Lang. Well, it surely is in our interest to have a stable Mex- 
ico. We're the only industrialized country in the world that shares 
a 3,000-mile border with a developing country, and we need eco- 
nomic growth and stability there badly. 

I would say on the investment point, in fact, we are actually im- 
porters of capital. That rate of importing capital, of course, is in- 
vested in plant and equipment here in the United States. It makes 
up for our savings rate, which is low relative to other industrialized 
countries. We import capital at something like five or six times the 
rate, maybe greater than that, that we have exported to Mexico. 
We're bringing in much more capital than we are investing down 
in Mexico, and I can get you the exact numbers if you need them. 

Mr. Matsui. I want to thank you for your testimony and look for- 
ward to working with you. 

Mr. Lang. Yes, sir. 

Chairman Crane. Mr. Flerger. 

Mr. FIerger. Thank you, Mr. Chairman. 

And Ambassador Lang, it's good to have you with us. The district 
I represent in northern California is very much dependent on the 
export of our agricultural commodities, particularly, our specialty 
crops. 

I'd like to just ask: Following the 1994 peso devaluation in Mex- 
ico, in your opinion, did NAFTA help to limit the deterioration in 
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the bilateral trade balance with Mexico that it would have been 
had we not have had it? 

Mr. Lang. Yes, sir, absolutely. For one thing, it kept the Mexican 
market open and continuing to open in a way we would have had 
difficulty doing otherwise, because there's such a deep tariff reduc- 
tion schedule for Mexico relative to the United States. In other 
words, they had higher rates to start out with than we did, so they 
have to come down more each year in order to get to zero by the 
end of the 15-year period. 

More than that, NAFTA's a much deeper agreement than vir- 
tually any trade agreement we've entered into. It has standards 
issues: It covers intellectual property, all kinds of issues that were 
leading-edge issues in multilateral negotiations. All those things 
help to stabilize the situation, deny bad policy alternatives to a de- 
veloping country that might otherwise have adopted them, help to 
right the Mexican economy more quickly, and then bring back in- 
comes in that country so that they can continue to grow and be- 
come a good market for us. So it helped in a lot of ways. 

Mr. FIerger. I believe you mentioned in your testimony, com- 
pared to the 1980 evaluation, that there was a major difference in 
how quickly we were able to come back. 

Mr. Lang. Yes, the striking difference is time. In 1982 it was 7 
or 8 years. For most products in Mexico, it was on the order of 7 
months. That's a pretty striking difference. 

Mr. FIerger. Thank you. In February 1995 under pressure cre- 
ated by the peso crisis, Mexico did impose some high tariffs on im- 
ports of apparels, leather goods, footwear, to name a few. Were 
U.S. exports exempted from these tariff hikes that they were put- 
ting on these goods from other countries? 

Mr. Lang. Yes, they were, and more than that, there were other 
tariff increases, too, which NAFTA protected us from. And as a re- 
sult, we have increased our share— in that sector, for example, 
from maybe 75 percent to something like 85 percent of Mexico's im- 
ports. 

Mr. FIerger. So, just in these areas and comparing what had 
happened in the early eighties and what had happened now, we 
can really see some very dramatic differences in our ability to be 
able to trade and to continue to trade that were not there prior to 
the NAFTA? 

Mr. Lang. Yes, sir, I agree with that statement. 

Mr. FIerger. Thank you. 

Mr. Lang. Thank you. 

Chairman Crane. Mr. j efferson. 

Mr. j EFFERSON. Thank you. Ambassador Lang, and thank you, 
Mr. Chairman. 

I just have two questions, unrelated. 

The first is, I don't know if you were in the room, I guess you 
were, when a question was raised about enforcement and about the 
enforceability of side agreements. I want to ask you whether the 
fact that the NAFTA had some side agreements on labor, environ- 
ment, and maybe some other issues— that weren't a part of the core 
agreement as we are describing it— limited the capacity of your of- 
fice to enforce those aspects of the agreement; whether they had 
any affect on enforceability of it at all. 
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Mr. Lang. No, I don't think so. Some of the environment provi- 
sions are actuaiiy in NAFTA. For exampie, not using environ- 
mentai reguiation in discriminatory ways, so they're subject to the 
normai chapter 20 enforcement mechanisms. 

With respect to the side agreements, there is a separate dispute 
settiement mechanism, but it is a dispute settiement mechanism 
and it is being used, it's being used on the environmentai side 
more than on the iabor side. We're not sure exactiy why more iabor 
compiaints are not being brought, but i cited a few exampies in my 
testimony about things that have been done with respect to orga- 
nizing and pians and that sort of thing, i n any event, those dispute 
settiement mechanisms exist. We expect them to be vigorous, if 
necessary, they can resuit in monetary damages against govern- 
ments, and if those damages aren't paid, there are remedies pro- 
vided for on the trade side. So, whiie we are oniy at the beginning 
of this process, there is a dispute settiement mechanism avaiiabie 
with respect to the side agreements. That was essentiai to getting 
the President's support for the NAFTA in the first piace, and i 
have confidence they wiii work when fuiiy tested over time. 

Mr. J EFFERSON. As far as you're concerned then, though you 
haven't seen the side agreement enforcement mechanism fuiiy test- 
ed because time hasn't permitted for it, you see no difference be- 
tween the capacity of those enforcement agreements in your resuits 
than the other enforcement mechanisms in the core of the agree- 
ment. 

Mr. Lang. Weii, i guess, to be absoiuteiy sure, we'ii have to see 
what happens over time. We're 2V'2 years into this, but i don't see 
any reason why they can't work effectiveiy to achieve their objec- 
tives with the enforcement of Mexican iaw. i'm pieased to see the 
Mexicans have actuaiiy increased the enforcement doiiars and the 
number of enforcement peopie, in both environment and iabor. i 
think that's obviousiy a response to the side agreements, it's a way 
of assuring they don't get in troubie under the side agreements, i 
think. 

Mr. J EFFERSON. Changing subjects, i want to foiiow up a iittie 
bit on something that Mr. Matsui brought up about the investment 
issue. 

Wouidn't you say that the United States is a net importer of cap- 
itai? Does it reaiiy answer the question of whether there have been 
capitai outflows to Mexico that otherwise wouid have been invested 
in the United States? 

Mr. Lang. Weii, i'm not any kind of economist, i'm certainiy not 
enough of an economist to know what the opportunity costs are. 
Mexico did attract some outward investment, i don't have anything 
that suggests what wouid have happened to those doiiars if they 
hadn't gone to Mexico, but i wouid guess those were doiiars that 
were seeking higher returns than were avaiiabie in the United 
States with a somewhat higher ievei of risk. So, i wouid guess, and 
maybe the economists who are on subsequent paneis can heip me 
with this, the aiternative for many of those doiiars wouid have 
been to go to other deveioping countries where the returns and 
risks were higher. 

What NAFTA did, i suppose, was attract some of those outward 
investment doiiars because NAFTA created a floor of security for 
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those investors and lowered the risk premium. The reason dollars 
are invested in the United States, by both Americans and foreign- 
ers, is because the risk premium is so low and the return is so cer- 
tain because we have managed our fiscal affairs in an appropriate 
way. I don't know that the two things are related, except to say 
that we are attracting inward investment dollars that are obviously 
making equipment and plants that enable our workers to be the 
most productive in the world. 

Mexico's trying to import that kind of capital too, some from us, 
some from other places, but they have a long way to go to come 
up with the productivity scale to us, and our exports of capital to 
them are relatively small. 

Somebody just handed me some figures: World foreign direct in- 
vestment in the United States went from $46 billion to $77 billion 
between 1994 and 1996; and United States foreign and direct in- 
vestment in Mexico, in the same period, went from $3.7 billion 
down to $2.7 billion. Those are significant numbers, but they're rel- 
atively small compared to our importing of capital. 

Mr. J EFFERSON. Now my time is up, Mr. Chairman, but one last 
thing, if I might. 

Mrs. Velazquez, when she testified 1 minute ago, talked about 
the concerns about small- and medium-sized businesses. How does 
NAFTA work with respect to encouraging more small- and me- 
dium-sized businesses to enter the international market, particu- 
larly the market with Mexico? And I 'm done. 

Mr. Lang. I did have a— if you'll just bear with me 1 minute, I 
need to get a little more information for you on that, Mr. j efferson. 
My impression is that in both Mexico and the Unit^ States, 
NAFTA has made it possible for small businesses to take advan- 
tage of productivity improvements that they might not have been 
able to otherwise. But it is very difficult to carve that effect out of 
the overall effects of the improving productivity of both economies, 
particularly, the economy of the United States. I'll just have to try 
to get you a little more information later on. I'm sorry, I don't have 
the data with me now. 

[The information follows:] 

Response: 

USTR is not aware of any analysis of the specific impact of the NAFTA on the 
role of small and medium-sized businesses in the international market. However, 
research done for all U.S. exports demonstrates the large role such firms play. 

• According to the Department of Commerce, 96 percent of US exporters were 
small and medium-sized businesses with fewer than 500 employees, and 59 percent 
has less than 20 employees in 1992. 

• Between 1987 and 1992, the total number of U.S. firms exporting increased 
from 104,564 to 127,000. Virtually all of this increase is associated with small-firm 
entry to export! ng.i 

• A 1994 survey found that of 750 companies with fewer than 500 employees 
found that 20 percent exported goods and services that year, up from 16 percent 
in 1993 and 11 percent in 1992.2 

• A March 1995 study found that women-owned businesses are more likely to de- 
velop a new product or service or expand domestic operations than those women- 
owned firms which do not export or import. ^ 


ilTestimony of Lara J . Fitz-Pegado, Assistant Secretary of Commerce and Director Generai 
of the U.S. Foreign Commerciai Service, March 29, 1995 before the Subcommittee on Procure- 
ment, Exports and Business Opportunities. House Committee on Smaii Business. 

2 Arthur Andersen, "Survey of Smaii and M id-Sized Businesses: Trends for 1994." 1994. 
^Nationai Foundation for Women Business Owners, March 1995. 
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• While exports has risen dramatically in recent years, small and medium-sized 
businesses have maintained their share of U.S. exports, at over 70 percent in 1994. 

The provisions of the NAFTA provide substantial advantages for small and 
medium-sized businesses exporting to Canada and Mexico: 

• Canada has long been our largest trading partner, and Mexico recently passed 
J apan to become our second largest trading partner. 

• All tariffs on qualifying goods trade with Canada have now been eliminated, 
while tariffs with Mexico have been reduced by over 60 percent to date, with addi- 
tional reductions each J anuary 1. 

• NAFTA ended requirements that services providers must establish themselves 
in Mexico, a restriction which is especially costly for small and medium-sized busi- 
nesses. 

• Under NAFTA labeling and standards requirements are non-discri minatory. 
U.S. suppliers now have the ability to comment on proposed standards related 
measures and participate in standards development in Mexico and Canada. 

• NAFTA has also led to the development of standardized customs procedures 
and regulations, including the creating of a Customs NAFTA help desk with both 
U.S. and Mexican staff. 

Small and medium-sized businesses also are sharing in the economy-wide benefits 
the NAFTA is providing for the U.S. economy. A Presidential Study released in J uly 
1997 notes that NAFTA has boosted real exports to Mexico an estimated $12 billion 
in 1996, and an increase in imports of a more modest $5 billion. NAFTA also con- 
tributed $13 billion to U.S. real income growth and $5 billion in business invest- 
ment in 1996.^ 

While analysis on the specific impact of the NAFTA on small and medium-sized 
businesses has yet to be done, there are a number of real-world success-stories that 
attest to the opportunities created by the NAFTA and being utilized to the fullest 
by U .S. firms. Several examples are attached. 


‘‘"Study on the Operation and Effects of the North American Free Trade Agreement," 1997, 
page i i i . 
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Casas International Brokerage, Inc. 

San Diego, California 
Small business firm 

“NAFTA is a big plus for all of North America in a global marketplace. The biggest winners are 
the NAFTA con.sumers who will benefit from increased competition. Furthermore, the removal 
of trade barriers is the key to the continued economic growth of the U.S., Canada, and Mexico. 

John E. Jolliffe 
Executive Vice President 

Casas International Brokerage, Inc., a fifteen-year-old, Hispanic and woman-owned firm, is the 
largest customs broker along the California-Mexico border, having set a record for cross-border 
customs transactions since 1993. Since the implementation of NAFTA, the firm's business has 
increased 18 percent in 1994, 21 percent in 1995, 26 percent in 1996, and 28 percent in 1997. 

The tremendous increase in Casas' trade with Mexico over the past four years resulted in the 
addition of 1 00 employees to handle the surge of new business generated by falling Mexican 
tariffs, thus bringing to over 150 the total number of US. jobs supported by Casas' business with 
Mexico. Furthermore, the company moved to a 50,000-square-foot headquarters within a 
500,000-square-foot administrative, warehousing, and transportation complex and has plans for 
an 80-acre $20 million international trade center. 

In order to better serve its clientele in this dynamic environment Casas has entered into a 
partnership with Agencia Aduanal Obregon, the largest Mexican customs brokerage firm in 
Tijuana, Mexico. The partnership, the only one of its kind in the San Diego/Tijuana area, 
electronically links the two brokers therefore providing more efficient service to customers who 
use both companies. Casas/Obregon represents one-stop shopping at the border. 

Casas has also made it a priority to hire former U S. military persoimel as a way to take advantage 
of continued defense downsizing. 

Casas was awarded the "Service Organization of the Year" by the World Trade Center of San 
Diego, due, among other criteria, to having the highest number of accurate filings (100 percent) 
with U.S. Customs. 
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Coded Communications Corp. 

Carlsbad, California 

Small manufacturer and developer of wireless mobile data communication systems 

"‘Cooperation. Opportunity. Competitive advantage. Job creation. Globalization. All these 
are the real benefits created by NAFTA, for Americans and for small business. The story must 
he told on both sides oj the border. NAFTA is more than just breaking dimn harriers. It is a 
fundamental business .strategy for small business for growth and job creation in the United 
States. For Coded, its employees and its suppliers, the promise of NAFTA is a reality.'" 

Gary L. Luick 
Chief Executive Officer 

Coded Communications is a prime example of how NAFTA can benefit small, high-technology 
companies. As a result of the Agreement, Coded has seen its sales, its investment, and its 
employment grow. Coded’s high-tech work force has grown by over 25% (from 60 to 77), with 
plans to expand employment by over 20% more in the next 1 8 months. 

Coded sees NAFTA’s greatest significance being the long-term, stable relationship it has 
produced between the United States and Mexico. This stability is encouraging investors on both 
sides of the border, meaning new jobs for the Americans who are building products for customers 
in Mexico. Furthermore, there are ripple effects: in Coded’s case, it has exported $1.5 million 
worth of products bought from U S. suppliers, thus creating more jobs and economic growth for 
other American small businesses as well. 

Coded demonstrates how NAFTA is changing the small high-technology business’ perspective. 

As Mr. Luick states, “NAFTA is a story about small businesses now able to compete in 
international markets. It can be simply put: NAFTA is the catalyst for the globalization of small 
high technology businesses operating in the United States.” 
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Goulston Technologies 

Monroe, NC 

Small manufacturer of lubricant for synthetic fiber industry' 

"Goulslon ’s lexlile chemical lubricants are sold directly to synthetic fiber producers 
domestically and internationally. Since the passage of NAFTA, our export sales to Mexican 
fiber producers have increased more than 250 percent. ” 

Norman Cohen 
President and CEO 

Goulston Technologies employs over 1 50 people in the research and manufacture of lubricants for 
use in synthetic fiber production. After the passage of NAFTA, tariffs on most of Goulston's 
products dropped from 15 percent to zero, giving Goulston a distinct advantage over non- 
NAFTA competitors. Not only have tariff reductions opened up new opportunities for Goulston 
in Mexico, but they have also created new opportunities for jobs in North Carolina. Since 1993, 
Goulston has hired several new employees to better serve their export efforts to Mexico. 

U S. industry and workers benefit when imports of textiles and apparel are sourced from Mexico, 
since US. yarns and fabrics are used in 70% of the apparel that is produced in Mexico, a 
significantly higher U.S. content than is found in other foreign production. This benefits Goulston 
two ways— both in its direct sales to Mexican fabric producers and in its domestic sales to U.S. 
fabric producers who supply the Mexican apparel industry. 


Mining Supply Company 

Deming, New Mexico 

Small manufacturer of mining equipment 

“NAFTA has had a very positive impact on Mining Supply Company in the past few years. 
Because of tariff reductions implemented by NAFTA, .sales of our rebuilt air starters to mines in 
Mexico have increased substantially. This, in turn, has created U.S. jobs. ” 

Brad Marcak 
Vice President 

Mining Supply Company provides sales and service of industrial gas and diesel engines, 
transmissions, hydraulic, and pneumatic systems to the petroleum, mining, transportation, and 
power generation industries. In particular. Mining Supply Company supplies rebuilt air starters to 
mines in Mexico. Because of NAFTA, US. -origin rebuilt air starters have become considerably 
more price competitive, as NAFTA has dropped the tariff rate from 10 percent to 0 percent. 
Increased sales to Mexico have led to the creation of three full-time U.S, Jobs bringing the total 
number of employees to ten. 

With tariff rates being reduced in the next few years, Mining Supply Company’s rebuilt air starters 
will become even more appealing to mines in Mexico. Mining Supply Company fully expects to 
increase U.S. employment to meet increased demand. 
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Multiplier Industries Corporation 

Mt. Kisco, New York 

Small manufacturer of battery packs 

Multiplier Industries Corporation (MIC) started in 1972 with three employees working out of a 
plant in Mt, Vernon, New York. Over the past 27 years, the company has expanded its facilities 
by moving in 1987 to a new location in Mt. Kisco, New York. Almost one third of sales are from 
international business. 

MIC, a producer of battery packs for cellular telephones and two-way hand-held radios, has seen 
substantial growth of its business in Mexico and Canada. Mexican and Canadian sales now 
account for approximately 20% of total sales. The company feels this is due to a decrease in 
tariffs and reduced customs paperwork. Sales to Canada and Mexico have also generated more 
jobs at Multiplier — the company’s employee base has increased by 22% in the past four years due 
to the growth in NAFTA sales. At Multiplier, NAFTA has meant more sales and more Jobs. 


Panamax 

San Rafael, California 

Small manufacturer/leading designer of surge protectors 

''With the reduction of trade barriers following the passage of NAFTA and GATT, we see strong 
continued growth for our company. The development of export trade hy an increasing number 
of small businesses like ours will be the foundation of expanded American exports. NAFTA is 
very good for creating U.S. Jobs. As for shifting production to Mexico, that just does not make 
any sense for us. The just-in-time production that we use wouldn 'i work well from a long 
distance. And besides, we think that our U.S. workers are the be.stU 

Henry F. Moody 
President, Panamax 

Prior to NAFTA, they were exporting to Mexico, but on a limited basis. The company was and 
continues to be an active supporter of NAFTA and moved quickly to take advantage of its 
benefits in order to serve the high-tech market in Mexico. The multi-million dollar company 
currently attributes 72 percent of its exports to trade with Mexico and Canada. 

T 0 meet the increased demand for their products in the NAFTA countries and other Latin 
American markets, the company recently added a new manufacturer’s group. Since NAFTA 
implementation, it has hired new employees on its manufacturing line and augmented its sales and 
support staffs to meet the needs of those markets. Increased exports have required the need for 
the company to purchase additional raw materials fi'om its U.S. suppliers. 

Company representative, Carol McClure, reports that declining export costs are a direct benefit of 
NAFTA implementation. She notes that the progressive lowering of tariffs on their products 
continues to be a boon, as well as customs and shipping processes that are becoming more 
streamlined. NAFTA continues to benefit American producers and create U.S, jobs. 
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Taylor Dunn 

Anaheim, California 

Small manufacturer and leading designer of electric-powered vehicles 

"The passage of NAFTA has created a win-win situation for all countries involved. It has 
allowed us to retain our American workers, as well as to hire more to meet increased 
global demand. The NAFTA has been a great benefit for small businesses just like ours. " 

Balwinder Samra 
Vice President 

Prior to the NAFTA, only 4% of its total sales were outside of the United States; after NAFT A, the 
company quickly moved to take advantage of the NAFTA benefits to expand its markets to Mexico. 

Prior to NAFTA implementation, Taylor Dunn entered into a joint-venture with a Mexican firm with 
the intent of having the Mexican firm assemble their unfinished vehicles for sale in Mexico. This 
move, necessitated by the high pre-NAFTA Mexican tariffs on the finished product but a low tariff 
on the parts, would have resulted in the loss of American manufacturing jobs. However, because the 
NAFTA reduced tariff rates on the finished vehicle fi-om 25% to zero, the company has retained its 
existing American workforce and currently ships completed vehicles to Mexico at a very competitive 
price. 

According to Mr. Balwinder Samra, vice-president of Marketing and Sales, Taylor Dunn has not only 
retained existing American manufacturing jobs but, due to increased sales, it also has hired an 
additional 40 to 50 employees in the United States. Due to the global exposure and experience 
which the company acquired because of its NAFTA sales, Taylor Dunn is now recognized as a high- 
profile supplier of quality American goods, leading to new opportunities and sales throughout the rest 
of Latin America as well as in Europe and Asia. Export sales, which were 4% prior to NAFTA, are 
now 25% of total sales. Mr. Samra says that NAFTA “made a very domestic company into a global 
player.” 

Mr. Samra credits the NAFTA for reducing Mexican tariffs, which allowed them to maintain and 
expand their U S. work force, as well as for encouraging them to test the global markets. Taylor 
Dunn believes that free-trade agreements with U.S. neighbors can only increase opportunities for 
American companies. 


Ms. Dunn. Thank you, Mr. Chairman. 

Mr. Lang. Sorry. 

Ms. Dunn. Welcome, Ambassador; it's always good to have you 
here. It's especially timely, from my point of view, because I want 
you to focus on an issue of great concern to constituents of mine 
back in Washington State and to all apple growers throughout the 
United States. Last week, on September 1, the Government of Mex- 
ico imposed a 101.1-percent duty on imports of all United States 
red delicious and golden delicious apples, and this is in addition to 
the 20-percent fee we already pay to export those items into Mexico 
that will last through the end of this year. 

We believe it's a direct violation of the WTO obligations that 
Mexico has, of the NAFTA, of Mexico's own antidumping stand- 
ards, and it is going to have a very severe effect on our apple- 
growers and those who are trying to do business with a neighbor 
who has accepted a great amount of our apple business over the 
years. Particularly, it's going to have a very deleterious effect on 
our apple growers in the State of Washington. I would hope, Mr. 
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Ambassador, you can tell us what the USTR is doing in terms of 
activities to impress Mexico with how important it is to withdraw 
the imposition of this additional tax on our apples that is killing 
the industry. I wonder if you could enlighten us on what's going on 
there? 

Mr. Lang. Yes, ma'am. I have personally talked with the rep- 
resentative of the industry in Washington State. Both, Ambassador 
Barshefsy and Peter Scher, who we hope will shortly be confirmed 
as our agricultural representative, have had discussions with our 
Mexican colleagues about this. We've encouraged the industry to 
give us the necessary information to move forward, if necessary, 
into dispute settlement, which we will do on our own initiative and 
quickly, if we can't resolve this matter quickly. We obviously need 
the underlying information to support the litigation posture. 

As you can see from a similar— evidently similar— situation, with 
respect to high fructose corn syrup, a couple of— IV '2 or 2 months 
ago. Confronted with that information, we will very quickly get into 
the dispute settlement system. Our experience, as you know, with 
respect to a dispute settlement is that in something like 75 or 80 
percent of the cases, we are able to favorably settle the matter be- 
fore we have to get to a panel. I would hope that Mexico could work 
with us quickly to resolve this problem. We are still awaiting some 
information from the industry about what they have provided to 
the Mexican authorities at Secovi in connection with the investiga- 
tion, but we're ready to move aggressively on this matter. 

Ms. Dunn. There's no question that we need to do that. I think 
that would be in the administration's best interest, and I'm sure 
you agree as we move up against the fast track authority that the 
administration is requesting. I will watch with great interest. I 
have a lot of faith in your effectiveness and in Ambassador 
Barchefsky's effectiveness, and we'll wait with bated breath to see 
that this comes out well for our industry, as quickly as possible. 

Mr. Lang. I appreciate that; I'll take it back. 

Ms. Dunn. Thank you, M r. Chairman. Thank you. 

Chairman Crane. Are you finished, Ms. Dunn? 

Mr. Levin. 

Mr. Levin. Mr. Chairman, I had my turn earlier, so I wasn't 
going to participate at this moment, but I just wanted to say some- 
thing to the ambassador about your description on enforcement. I 
reviewed the enforcement provisions a few days ago and I really 
believe we need to be careful about how they're described, because 
except in terms of labor market areas— except in three areas— 
there essentially is no effective enforcement provision; it's consulta- 
tion. In those three areas, it essentially gives Canada veto power. 
Isn't that correct? 

Mr. Lang. Well, not Canada; it gives a panel list. 

Mr. Levin. But Canada has to 

Mr. Lang. Maybe we ought to discuss this in more detail, so that 
I understand fully the concern, but I think I agree with the 
premise that expanding the scope of our labor agreements to other 
subjects would be a useful thing to do, and guidance from the Sub- 
committee would be welcome in which subjects we should take up 
next. 
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With respect to the three subjects that are covered, being able to 
get a country to enforce its own laws is the purpose of the agree- 
ment. I'm willing to be educated; I don't claim to be the world's 
leading expert on this, but I do think this is within those three 
areas which are not unimportant. A significant improvement over 
the situation that would exist without it, and it is enforceable in 
the sense of side agreements and environment. 

Mr. Levin. Well, I suggest you look at the articles. For example, 
article 29, which provides for enforcement in three areas only: Oc- 
cupational safety, child labor, or minimum wage/technical labor 
standards. Outside of that, there really is no enforcement mecha- 
nism. I n those three areas there has to be a two-thirds vote. 

Let's be realistic. What it means is that since it's likely that Mex- 
ico, if we were complaining, would vote no— otherwise the issue 
wouldn't be there— essentially, it gives Canada veto power. So, 
where you say it would be nice or you would be interested in fur- 
ther action on enforcement, let me suggest that everybody needs to 
be more clear and more direct on this issue. There's no need ad- 
dressing these matters, whether they're in supplemental agree- 
ments or in the major agreement, if there isn't enforcement, and 
meaningful enforcement in there. That's one of the issues before us. 

I don't understand the argument that these issues aren't trade 
related to start with. They're economic issues. I also don't under- 
stand the resistance to having these provisions enforceable, mean- 
ingfully enforceable, like other provisions of an agreement. I don't 
understand why people think it's not considered germane and even 
vital. We're talking about competition with countries that have 
very different standards. We're not talking about imposing our 
standards. We're talking about a system where the differences nar- 
row over time and starting with enforcement of their own laws and 
our ability to make sure that that happens, both in labor, market 
issues, and in environmental issues. I would hope you take another 
look and that the administration would derive a clear position on 
it. 

Thank you. 

Chairman Crane. Mr. Watkins. 

Mr. Watkins. Thank you, Mr. Chairman. I would like to follow 
up on something Mr. Levin said, and Dr. Lang, welcome you back. 

I 've got a concern about some of the enforcement limitations. For 
instance, yes, NAFTA went into effect j anuary 1, 1994. In some of 
the working groups, for instance, the technical work group on pes- 
ticides met for the first time in March 1996. We talk about fast 
track; I think we're talking about slow track on some enforcements, 
and Mr. Levin is correct; this is totally unacceptable. In fact, I 
think it's a step further; it's human rights. I know Mr. Levin said 
we don't want to enforce our standards. Let me say, if we put 
standards on our business and industries and say this is a must 
for the health and safety of our employees, then we should be re- 
questing some kind of standardization, some type. If not, we're ac- 
cepting an environment for their people, for their citizens to work, 
in order to just get cheaper goods or something in here. I think we 
should work to standardize, try to work because we said its a 
human rights problem. 
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As I looked at this package that said they met the first time in 
March 1996 and agreai to work on the technical problem of pes- 
ticide restoration— to me, Dr. Lang, we need to start saying how do 
we move that quicker and all. For instance, I'd like to ask you 
when— on the executive summary— it talks about how Mexico has 
agreed to join the United States in abandoning pesticides DDT and 
chlordane. If agreed, when is that in effect? Now, we banned it in 
the United States probably 20 years ago. 

Mr. Lang. I'll just have to get the answer; I'm sorry, I don't 
know. I 'm told that probably it has gone into effect, but I will check 
and make sure and send you a letter. 

Mr. Watkins. Well, this is what's alarming to a lot of our agri- 
culture people, or farmers and ranchers, across this country. It 
should be alarming to the consumers, because we've said this is not 
acceptable to our health standards in the United States and we 
pull that from our farmers and ranchers, but we are allowing it to 
continue, if I put the dates and all together. 

Dr. Lang, I'm alarmed and the fact that there is a certain 
amount of animosity out there, evidently, is very, very true. So, 
some of us who have felt, yes, we've got to have this hemisphere 
of common working together and all that; it's making some of us 
a little bit nervous about fast track. 

Mr. Lang. Well, I think, two comments if I may: One is the basic 
idea of sanitary and phytosanitary protection, meaning essentially 
anything in the food supply, is that all of us ought to be able to 
set our own risk levels. That was an original with NAFTA. It had 
never existed in our international trade agreements before that. 
The only requirement is that the measure we take in aid of the 
risk level we choose be scientifically related to that risk level. So 
we have a product that we don't allow in this country, because it's 
a risk to human health and the environment. 

Mr. Watkins. Dr. Lang, I hope you— and I try to be positive— 
I hope you are hearing what you are saying. Let us set up our own 
risk level. 

Do you think OSFIA requirements add to the cost of products 
produced in this country? I was in business, and I can guarantee 
you it costs a lot more, so it becomes an economic problem, too. 
Does the discontinuation of use of certain pesticides and insecti- 
cides and everything of this nature for our farm ranchers affect 
their stocks. It's a risk level; it affects the economic level. If we 
come in with that attitude, we're just contributing to the lack of eq- 
uity in our environmental studies and environmental activities out 
there, as well as inequity in our economic situation. 

Mr. Lang. I'm sorry, I wasn't clear. We can apply that risk level 
to the imports. That's what I meant to say. The risk level we 
choose for ourselves, we can apply to imports. Without this NAFTA 
mechanism, we wouldn't have had a way of raising these pesticides 
issues with the Mexican folks. I'll find the dates that everything 
went into effect for you, and give you a letter on it, but I believe 
what we are doing is equalizing that burden for our farmers, as be- 
tween them and their competitors. 

[The information follows:] 
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Response: 

The Council for Environmental Cooperation (CEC) reached agreement in J une 
1997 on a North American Regional Action Plan (NARAP) on chlordane and DDT. 
The goal of the NARAP on chlordane is to end use, production, and trade among 
the three countries (United States, Canada and Mexico) by 1998. Recognizing the 
health need in Mexico to control malaria, the DDT NARAP goal is to reduce DDT 
use by 80% in five years while seeking another mosquito-control mechanism. Both 
the United States and Canada have discontinued use of both chemicals (except for 
lab testing). The CEC also facilitated agreement on a protocol under the Sound 
Management of Chemicals Initiative (SMOC) for identifying other substances for fu- 
ture NARAPs. 


Mr. Watkins. My time is up and the Chairman has been very 
kind to let me come here, and I want to thank him and the entire 
Subcommittee. J ust raising the issue is not enough. I think, as Mr. 
Levin said, we've got to start some fast track movement because a 
lot of people are alarmed out there. I thank the Chairman of the 
Subcommittee for letting me come by and join them today. 

Thank you. Dr. Lang. 

Mr. Lang. Thank you. I 'll get back to you. 

Chairman Crane. Ms. Thurman. 

Ms. Thurman. Mr. Chairman, I, too, thank you for letting me 
join this discussion this morning. I certainly welcome Ambassador 
Lang again. We've had some of these conversations before. We've 
talked actually with the agriculture and things, but I just need to 
put some of this on the record. 

Actually, in some testimony that was given before the ITC in a 
matter of an investigation, 332381, our Commissioner of Agri- 
culture actually put in some testimony that, basically, had some 
real concern to some of us in Florida and some concerns that have 
already been raised by Mr. Shaw, where it said, in 1993, the ITC 
Chairman, Don Newquest, in an eloquent speech delivered to the 
southern Commissioners of Agriculture in San Antonio, stressed 
his support of NAFTA, but openly recognized the big loser would 
be Florida agriculture. Unfortunately, some of us believe those 
words have rung true. 

Again, on March 24, there was a letter to Gloria Blue that actu- 
ally talked about in the early negotiations and discussions of 
NAFTA that there was some ne^ to look at several items, provide 
safeguard mechanisms for perishable products, gain harmonization 
of pesticide and technical regulations, consider sanitary, 
photosanitary and food safety concerns, factor in varying environ- 
mental, labor, and infrastructure requirements among nations, 
allow for snap-back or other adjustments if one nation's currency 
changes radically compared to close trading partners, consider all 
forms of subsidy in support of products, and refrain from serious 
damage to any sector of the economy of our Nation. 

The concern that I have and from what I 've gathered more re- 
cently in a more indepth study, is that none of these or many of 
these documents and negotiation issues have not been resolved. 
Yet, as some of us would tell you, Florida we believe has really 
been hurt by this and some of these issues, had they been ad- 
dressed, had been looked at. We're now 3 or 4 years into this. 
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When can we expect some of these items to be put on the table and 
considered and resolved to some satisfaction? 

With that, let me ask one question, because this will bring it to 
an area where there is some legislation being looked at. The ad- 
ministration has testified in support of the change in the 
seasonality legislation. So does that support still exist? Is that 
something we could go forward with? It certainly would have an 
impact on some of those issues I 've just raised. 

Mr. Lang. Let me say, with respect to the first question, some 
of the crop issues you talked about have already been addressed. 
For example, on tomatoes, we seem to have worked out an agree- 
ment with the Mexicans to the satisfaction of the industry in Flor- 
ida. I know citrus was mentioned earlier. We have now worked out 
an agreement on Arizona citrus. We have a work plan that the 
USDA and the Mexican officials are working out on citrus. I think 
we can look forward to that moving forward here in the near fu- 
ture. I'll have to stay in touch with you about the exact dates, be- 
cause there are some wrinkles to iron out, but we've been working 
very hard to get that resolved. 

Ms. Thurman. Is this with Arizona or with Florida citrus? 

Mr. Lang. Florida. Arizona's done; we're working on Florida now, 
and we need to move forward quickly on that because of the up- 
coming season. We're encouraging Mexico to do that in every way 
possible. Any other of these agricultural issues you have, we should 
move forward quickly on them. It is a difficult area, but we are try- 
ing to get these work plans together so that the trade can flow. 

On the legislation, I think I'll have to get back to you because 
I 'm not familiar with it, unless someone who's here with me 

[Pause.] 

Mr. Lang. I'm sorry for the delay. 

Ms. Thurman. That's OK. 

Mr. Lang. I have been refreshed on this legislation, which is es- 
sentially an additional commodity safeguard. I think we may have 
to talk to you a little bit about the language, but I think we have 
supported it in the past and we'll continue to try to work with you 
on it now. 

Ms. Thurman. Ambassador Lang, there is also going to be some 
testimony later on this afternoon from the fruit and vegetable folks 
that will argue that the section 201-202 is not working in their in- 
dustry and they are very concerned about it. Quite frankly, we've 
spent hundreds of thousands of dollars in a very expensive move, 
in attempts to seek that relief. I think in some of the conversation 
we've heard up here on the remedy issues, I guess the frustrating 
thing for us is— and I can give you these numbers— while we say 
we're moving toward them, by the time we get to the final end of 
this, we potentially won't have Florida agriculture around to worry 
about in any agreements, and I think that would be just an awful 
thing to happen to this country and to the safeguard of the food 
and the quality and the quantity of food that we provide. So, while 
it may sound good that we're working toward an end, I would just 
urge that we do this with some urgency before we lose an industry. 

Mr. Lang. I'll certainly take the point back. I would say that 
what we attribute to NAFTA in these contexts— certainly, no one 
wants to harm Florida agriculture, but NAFTA's effect in agri- 
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culture, in many of these crops, has been small because our rates 
of duty were so low and our protection was so small. 

Anyway, with tomatoes as the example, where the industry felt 
that the legal mechanisms didn't work, we were able to go ahead, 
notwithstanding that fact, and find a way to make it helpful; and 
we'll try to be helpful on all these other products you have. 

Ms. Thurman. Mr. Ambassador, I do believe that when we were 
doing some of the negotiations through NAFTA, the tariffs issue 
was brought up as a concern over the 15-year period of time, and 
there was only in one instance, I think frozen orange juice, that we 
were given that safeguard at all, understanding and recognizing 
what we potentially thought would be a problem. So, I don't think 
it's because of a lack of not trying to get that point across. 

Chairman Crane. Is the gentlelady finished? 

Mr. English. 

Ms. Thurman. Yes, thank you, Mr. Chairman. 

Mr. English. Thank you, Mr. Chairman, and I also thank you 
for an opportunity to participate here today with the Subcommit- 
tee. 

Welcome, Ambassador Lang. 

When your report came out in J uly, I read it, and it actually left 
me with a lot of questions which I will try to pose to you quickly 
and get a quick answer. The report touts, "a dramatic increase in 
exports to Mexico." What proportion of these exports would you be 
willing to characterize as part of the revolving-door phenomenon; 
that is, things that are manufactured in America, sent to Mexico 
for some assembly or value added, and then exported back— im- 
ported back— into the United States? 

Mr. Lang. About, I'm told, one-quarter of our exports are re- 
turned. 

Mr. English. One-quarter? OK. How did that compare to the 
character of the exports to Mexico prior to NAFTA? 

Mr. Lang. It was much less. 

Mr. English. I noticed in your description of the impact of 
NAFTA you didn't try to quantify the regional effect of NAFTA 
within the United States. I noted that Pennsylvania has the high- 
est number of NAFTA TAA claims filed, at least in the latest fig- 
ures I saw. Can you give us any sense of the regional effects of 
NAFTA, and specifically did the administration review the impact 
on individual States? 

Mr. Lang. I don't believe an effort was made by an individual 
State. There were some products in which a regional implication 
was fairly clear. For example, in potatoes there was a clear distinc- 
tion between the States along the northern border in the West and 
the States in New England, particularly Maine. But product by 
product. State by State, I don't believe the ITC or any of the other 
studies— 

[Pause.] 

Mr. Lang. So that kind of information I don't think exists and 
would be very difficult to come up with. I might express one cau- 
tion here, and that is the use of the these trade adjustment assist- 
ance statistics. 

Mr. English. I note your caution and I recognize the problem 
with that. I 'd like to move on. With regard to the maquiladora phe- 
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nomena, there have been some predictions that NAFTA would 
change the nature of maquiladora activities which seem to be asso- 
ciated with very low wages and also an extremely high turnover in 
personnel. So we're not really talking about a work force that de- 
velops substantial skills or really has access to a lot of worker 
rights. Has there been any increase in wage scales in the 
maquiladora since NAFTA, and has there been any decline in turn- 
over rates in the work force? 

Mr. Lang. Yes. Let me see if I can— the first thing to remember 
about the maquiladoras is that the phaseout runs through, I think, 
it's 2001. Since NAFTA went into effect, the maquiladores have 
been providing a decreasing share of United States imports from 
Mexico. They're down from 49 percent in 1993 to 38 percent in 
1996, and they're also— over the last 2 years, the exports have in- 
creased, but not as much as nonmaquiladora exports of Mexico. 
Maquila exports have increased I think 18 percent, and 
nonmaquila by 34 percent. 

But the important thing is that the maquilas are no longer insu- 
lated from competition the way they once were. They were origi- 
nally designed not to compete in Mexico, but now several things 
have to happen by J anuary 1, 2001, that are being phased in. 

First, they have to pay full Mexican duties on parts and compo- 
nents imported from outside North America. 

Second, all the import incentives and restrictions on domestic 
sales are being eliminated. And, as I said, that's happening gradu- 
ally. As of J anuary 1 of this year, 70 percent of the value of a 
maquila's exports in the previous years could be sold in the Mexi- 
can domestic market. This will go up by 5 percentage points a year 
until it reaches 100 percent in 2001. 

And, third, the maquilas would operate under tax obligations 
that are comparable to plants throughout the country. 

Now on your wage question, maquilas did pay less than both do- 
mestically oriented and export-oriented firms in 1993. However, by 
the end of 1996, the average monthly real wages surpassed non- 
export-oriented manufacturing wages in Mexico, real wages in 
Mexico, by something like 17 percent, and they were nearly the 
same as export-oriented firms in the general economy. That is, 
firms with between 40 and 50 percent of their sales are being ex- 
ported. 

There's still a differential, but it's much narrower, with firms 
that mainly export. Sixty to eighty percent of their sales are ex- 
ports. There's still a wage differential there, but it's getting nar- 
rower. 

One other interesting thing about maquila wages is that they de- 
clined less during the peso crisis than wages of manufacturing 
firms that were mainly focused on selling domestically, which you 
might expect, but it is not insignificant because employment is sub- 
stantial: a 12-percent decline versus something like a 25-percent 
decline in the general economy. 

Mr. English. Well, thank you very much. Ambassador. 

Mr. Chairman, I appreciate the chance to ask these questions. 
My time is up. I have other concerns about the operating of the 
North American Agreement on labor cooperation and the Commis- 
sion for Environmental Cooperation. I feel that in your report you 
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talk a great deal about process things, like meetings, seminars, and 
study tours, but I have not really seen concrete results coming out 
of the labor and environmental side agreements, and this troubles 
me greatly. 

I appreciate the chance to ask questions here, Mr. Chairman. 
And Ambassador Lang, I very much appreciate the good working 
relationship you have had with our office over the years. 

Mr. Lang. Thank you very much. We'll be glad to keep it up. 

Mr. English. Thank you. 

Chairman Crane. Well, thank you very much, Jeff. We appre- 
ciate your insights on the effects of NAFTA, and we look forward 
to working with you and the administration in advancing overall 
the free trade concept. Unfortunately, there is a profound lack of 
understanding of the significance of it, and we need your profes- 
sional input to go beyond just the Subcommittee and to get this 
message out to the public. We appreciate the work you've done and 
look forward to working with you in the future. 

Mr. Lang. Thank you, sir. I do, too. 

Chairman Crane. I would now like to introduce our next panel 
of witnesses, beginning with George King, vice president of East- 
man Kodak and general manager of the Latin American Region, on 
behalf of the National Foreign Trade Council; Julius Katz, the 
president of FI ills and Co.; Edie Wilson, trade project director of the 
Democratic Leadership Council; and J effrey Schott, senior fellow at 
the I nstitute for I nternational Economics. 

And I would like to ask our panel to please try and condense 
their written statements in oral presentation to 5 minutes, but 
your complete statements will be inserted into the record. I look 
forward to your testimony. 

And we will proceed first with Mr. King, and in the order in 
which I present^ you to the Subcommittee. 

STATEMENT OF GEORGE M. KING, GENERAL MANAGER, LATIN 

AMERICAN REGION, AND VICE PRESIDENT, EASTMAN 

KODAK CO.; ON BEHALF OF NATIONAL FOREIGN TRADE 

COUNCIL, INC. 

Mr. George King. Thank you. It's a pleasure to be here today, 
Mr. Chairman. 

Mr. Chairman and distinguished Members of the Subcommittee, 
my name is George King. I'm a general manager of the Latin 
American Region for the Eastman Kodak Co., and I am a vice 
president of the company. 

I'm appearing before you today on behalf of NFTC, the National 
Foreign Trade Council, a broad-based group of more than 550 U.S. 
companies with substantial international operations or interests. I 
appreciate the opportunity to testify on NAFTA's record. 

Kodak and the NFTC strongly supported NAFTA when Congress 
voted on it in 1993. In our view, NAFTA is working, and working 
well. It is in our strong national interest, therefore, to keep this 
landmark agreement intact, and, in fact, see it flourish in the years 
ahead. And I'll tell you why. 

There are several important benefits this country has realized 
from NAFTA so far, each one measurable, each one in the Amer- 
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ican national interest, each one a benefit that would not have oc- 
curred without NAFTA. 

Most importantly, NAFTA's basic goals are being achieved. Pri- 
marily, this means leveling the playingfield for trade between Mex- 
ico and the United States. Moreover, NAFTA has contributed sig- 
nificantly to progress in overall United States relations with Mex- 
ico and has provided strategic benefits as this country implements 
its broader trade objectives. 

But back to my first point about leveling the playingfield for 
United States-Mexico trade. NAFTA's principal goal was to elimi- 
nate Mexico's tariff and nontariff barriers to trade and to establish 
a trade relationship based on reciprocity. Before NAFTA, Mexican 
tariffs on United States goods were nearly five times higher than 
United States tariffs with 50 percent of United States imports from 
Mexico entering the United States duty free. Mexico has had a va- 
riety of rules, requirements, and quotas that inhibited United 
States sales, and some markets, like telecommunication services, 
were essentially closed to United States companies. 

Despite this recent economic crisis, Mexico has kept its NAFTA 
commitments to reduce tariffs. Average applied tariffs on United 
States exports to Mexico now average less than 3 percent, down 
from 10 percent, with duties eliminated altogether on half of all 
United States exports to Mexico. Mexico also has removed nontariff 
barriers, as agreed under NAFTA. 

These tariff and nontariff changes, all due to NAFTA, have sig- 
nificantly boosted United States exports to Mexico. The first year 
of NAFTA exceeded all expectations with U.S. exports growing by 
22 percent to $50.8 billion. 

Looking at this from Kodak's perspective, my company's experi- 
ence with NAFTA has been very positive. Since NAFTA, Kodak has 
saved over $100 million in tariffs on trade among the United 
States, Mexico, and Canada. This has allowed us to make produc- 
tion decisions based on rational economic grounds instead of tariff 
or political considerations. 

For example, because our United States exports no longer face 
steep tariffs when entering Mexico, Kodak did not have to manu- 
facture in Mexico to get around trade barriers. NAFTA enabled us 
to transfer a high-cost photographic manufacturing operation from 
Mexico to our Rochester, New York, facility, and this has increased 
efficiency, lowered cost, improved our quality, and made us a much 
tougher global competitor in the process. 

Kodak's overall exports to Mexico have increased roughly 114 
percent since 1993 to over $250 million annually, and our exports 
to Canada have increased 12.5 percent. Taken together, Mexico and 
Canada buy over $600 million in Kodak exports every year, helping 
to make our company one of New York State's largest manufactur- 
ing exporters. Kodak's imports from Mexico have also increased, 
providing clear evidence that NAFTA is a win-win proposition for 
the United States, as well as for its NAFTA partners. 

Next, to my point about NAFTA's broader benefits: Although 
NAFTA is a trade agreement, the closer cooperation it has created 
in our trade relationship with Mexico has manifested itself in other 
areas. For example, the rapid turnaround in the Mexican economy. 
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made possible in part by NAFTA, helped Mexico repay early and 
in full the substantial loan package provided by the United States. 

It is also important to note that NAFTA is the most comprehen- 
sive trade agreement ever n^otiated by the United States. It has 
served as a guidepost for various other trade negotiations, ranging 
from intellectual property rights to technical and technological 
standards. For example, the NAFTA rules for marking country of 
origin for photographic film are now being adopted by the World 
Customs Organization, leading to more uniformity and integrity in 
film labeling. 

Consider also the strategic benefit NAFTA provided the Uruguay 
round of multilateral trade negotiations. NAFTA sent a strong sig- 
nal that the United States was prepared to eliminate trade barriers 
on a comprehensive and preferential bilateral basis, and NAFTA 
also has triggered the spread of trade agreements in our hemi- 
sphere, which we hope will serve as building blocks for a Free 
T rade Agreement of the Americas. 

NAFTA doomsayers and fear mongers will tell you the sky is fall- 
ing. It is not. For Kodak, NAFTA has increased United States ex- 
ports to Mexico, helped us to avoid costly investments in redundant 
manufacturing facilities, and focused our high valued-added oper- 
ations in Rochester. One need only examine the facts as we have 
outlined them to understand why NAFTA is a win-win situation, 
and now is the time for us to build on that success, to empower 
this country further in the international trade by providing fast 
track authority to negotiate other trade expansion agreements like 
NAFTA. 

Thank you again for this chance to testify on behalf of NAFTA. 

[The prepared statement follows:] 

statement of George M. King, General Manager, Latin American Region, 

and Vice President, Eastman Kodak Co.; on Behalf of National Foreign 

Trade Council, Inc. 

Mr. Chairman and distinguished members of the Subcommittee, I am George 
King, Generai Manager, Latin American Region, and Vice President of Eastman 
Kodak Company. I am appearing today on behaif of the Nationai Foreign Trade 
Councii, a broad-based organization of more than 500 U.S. companies having sub- 
stantiai internationai operations or interests. 

I appreciate the opportunity to testify on NAFTA and its record after three years. 
Kodak and the NFTC were two ieading voices in strong support of enacting NAFTA 
in 1993 and so it is with great interest that I appear before you today to refiect 
on this iandmark trade agreement. In our view, NAFTA is working well, it is an 
agreement we should be proud of, and it remains very much in our national inter- 
est. 

I would like to focus my remarks on three central issues that, in the view of the 
NFTC and its member companies, are key measurements in gauging the impact of 
NAFTA: 1) the achievement of NAFTA's basic goals; 2) NAFTA's catalytic effect on 
the overall bilateral U.S. -Mexican relationship: and 3) the strategic benefits of 
NAFTA on broader U.S. trade policy objectives. Although NAFTA is a free trade 
agreement among all three North American countries— the United States, Canada 
and Mexico— my testimony will focus more on Mexico than Canada in light of the 
ongoing attention given to that part of the agreement. 

The Record is Clear— NAFTA's Goals Are Being Met 

The principal goal of NAFTA was to eliminate Mexico's tariff and non-tariff bar- 
riers to trade and to establish a bilateral trade relationship based on reciprocity. 
Opponents of the agreement tend to forget that the United States is the largest, 
most open market in the world that was already easily accessible to Mexico before 
NAFTA. Before NAFTA, Mexican tariffs on U.S. goods were several times higher 
than U.S. tariffs. Mexico's applied tariffs averaged 10 percent, while U.S. applied 
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tariffs on Mexican imports averaged 2.07 percent, with 50 percent of U.S. imports 
from Mexico entering the U.S. duty-free. Moreover, in sharp contrast to the U.S., 
Mexico had iocai content and export requirements, quota and trade-baiancing ruies, 
aii of which inhibited U.S. saies to Mexico. Some Mexican markets, iike teie- 
communi cations services, were essentiaiiy dosed to U.S. companies. 

NAFTA is ieveiing the piaying fieid for trade between Mexico and the United 
States, and despite its recent deep economic crisis, Mexico has kept its NAFTA com- 
mitments to reduce its tariffs. Severai rounds of tariff cuts have taken pi ace and 
Mexico's appiied tariffs on U.S. exports now average iess than 3 percent, with duties 
eiiminated aitogether on 50 percent of U.S. exports to Mexico. Our average appiied 
tariff on imports from Mexico is now 0.65 percent. Under NAFTA so far, Mexico has 
reduced average appiied tariffs by more than 7 percent, whiietheU.S. has reduced 
its average appiied tariff by just 1.4 percent. 

Mexico has aiso moved ahead to remove non-tariff barriers as agreed in NAFTA. 
For exampie, before NAFTA, Mexico had in piace a highiy restrictive auto regime 
of non-tariff barriers, which effectively limited U.S. exports to Mexico to 4,000 cars 
and 2,000 trucks per year. As a result of the new access provided for in NAFTA, 
U.S. exports of motor vehicles have grown more than five times. 

NAFTA's tariff and non-tariff reductions have significantly boosted U.S. exports 
to Mexico. The first year of NAFTA exceeded all expectations, with U.S. exports 
growing by 22% to $50.8 billion. Even in 1995, following the Mexican peso crisis, 
U.S. exports to Mexico were 11 percent higher than 1993, the year before NAFTA 
went into effect, and Mexico remained our third largest partner. Since the recovery 
of Mexico in 1996, U.S. exports have reached record levels— 36.5 percent higher 
than pre-NAFTA levels. Mexico has already begun to replace] apan as our second 
largest export market for U.S. goods on an annual basis. 

Kodak's experience with NAFTA has been very positive. In the three years since 
NAFTA has been in existence, Kodak has realized significant benefits. We have 
saved more than $100 million in tariffs on trade among all the U.S., Mexico and 
Canada. This has enabled us to make production decisions based on rational eco- 
nomic grounds rather than on tariff considerations. For example, because our U.S. 
exports no longer face steep tariffs when entering Mexico, Kodak was able to trans- 
fer a high-cost photographic sensitizing operation from Mexico to our Rochester, 
New York facility. This has increased our efficiency, lowered our costs, improved our 
quality, and made us fiercer global competitors in the process. 

In addition, the expanded worldwide demand for Kodak's one-time-use cameras, 
which are produced in Mexico, New York and France, has increased overall demand 
for 35 millimeter color negative film. This film is produced in our Rochester plant. 

Kodak's overall exports to Mexico have increased roughly 114 percent since 1993 
and are now more than $250 million annually. Our exports to Canada have in- 
creased 12.5 percent. Kodak's imports from Mexico have also increased, providing 
clear evidence that NAFTA is a win-win proposition for our company and for all 
three NAFTA partners. Importantly, our facilities in Mexico manufacture goods for 
Mexico, the United States, Latin America and other world markets. 

Other NFTC member companies have had similar positive experiences with 
NAFTA. For example, Fluor Daniel, one of the world's leading engineering, con- 
struction and diversified service companies formed a joint venture company in Mex- 
ico in 1993, ICA Fluor Daniel, which has seen its revenues grow an average of 30 
percent for the past three years. NAFTA is also benefitting Fluor Daniel's U.S. sup- 
pliers. On a major project for Pemex, Mexico's national oil company, the lower tariffs 
under NAFTA were cited as a primary reason why American equipment was the 
first choice for the project under consideration. Lower tariffs under NAFTA also re- 
sulted in a decision by ICA Fluor Daniel's European partner on a separate Pemex 
project to ship key components from Europe to the U.S. for final manufacturing and 
assembly prior to final shipment to Mexico. This is work that would otherwise have 
been performed in Europe. 

Not only is NAFTA breaking down Mexico's very high trade barriers to us and 
leveling the playing field, it has also promoted U.S. dominance in the Mexican mar- 
ket. Our share of Mexico's imports has grown from 69 percent before NAFTA to 76 
percent today. At the same time, our non-NAFTA European and J apanese trading 
partners have seen their market shares decline. 

It is also important to note that NAFTA kept Mexico on the path toward open 
reform and trade liberalization with the United States during its worst recession in 
recent history. This is in sharp contrast to what happened during the financial crisis 
of 1982 when Mexico imposed 100 percent duties and other trade restrictions on 
American products. It took seven years for our exports to recover then. This time 
it took only eighteen months. In good times and bad, NAFTA has been a safety net 
for the over 700,000 U.S. workers whosejobs depend on exports to Mexico. 
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NAFTA's Broader Benefits 

Although NAFTA is a trade agreement, the closer cooperation it has created in 
our trade relationship with Mexico has manifested itself in other areas. There has 
been major progress in our bilateral relations in one issue area after another. 

Mexico has taken unprecedented steps in major areas of great interest to the 
United States. On immigration, for instance, Mexico has agreed to allow the United 
States to airlift some illegal immigrants back into the interior of Mexico, rather 
than just across the border. In helping Mexico to develop and grow, moreover, 
NAFTA is one of the long-term solutions to the ongoing problem of illegal immigra- 
tion between our two countries. 

The same can be said for improving the environment in Mexico. Not only has 
NAFTA encouraged enhanced cooperation on bilateral environmental issues of con- 
cern, but as Mexico prospers and grows, it will have greater resources to increas- 
ingly address environmental matters that deserve ongoing attention. 

Another important bilateral benefit of NAFTA was the role it played in helping 
Mexico recover quickly and strongly from its economic crisis. The rapid turnaround 
in the Mexican economy made possible, in part, by NAFTA, enabled Mexico to repay 
early and in full the substantial loan package provided by the United States. 

The historic J uly 6 mid-term elections in Mexico point to another significant indi- 
rect benefit of NAFTA— promoting a more open and democratic country. By helping 
to lock in Mexico's economic reforms and creating a more open trade regime, 
NAFTA has been part of the difficult transition underway in moving Mexico from 
a closed economic and political system to an open, capitalist democracy. After 68 
years of one-party rule, Mexico has now embarked on a path toward greater political 
pluralism. President Zedillo should be congratulated for his leadership and dedica- 
tion to the remarkable reforms and changes that have taken place. 

NAFTA FIas Been of Strategic Importance to the Overall U.S. Trade Agenda 

NAFTA has been of strategic benefit to the United States in implementing its 
broader trade objectives. It is the most comprehensive trade agreement ever nego- 
tiated by the United States and has been the standard against which all other 
agreements are measured. This is not a trade agreement we should shy away from. 
Rather, it has actually served as a guidepost for various other trade negotiations 
in areas ranging from intellectual property rights to standards. While the NFTC 
and its member companies hope that future trade agreements will break new 
ground in adopting even tougher disciplines on trade, NAFTA is a very solid trade 
agreement. 

Another strategic benefit NAFTA provided early on was its impact on the Uru- 
guay Round of multilateral trade negotiations. NAFTA sent a strong signal to our 
major trading partners outside of North America that the United States was pre- 
pared to eliminate trade barriers on a comprehensive and preferential bilateral 
basis. The strong concern by other countries, especially in Europe and J apan, that 
the United States was losing interest in opening up trade on a multilateral basis, 
instilled greater interest in and urgency to bringing the Uruguay Round to a suc- 
cessful conclusion. 

I might add on behalf of Kodak that the WTO, which was created by the Uruguay 
Round trade agreement, is about to face a major test of its ability to handle sys- 
temic] apanese trade barriers when it decides the landmark photographic film case 
this fall. Kodak is confident that the WTO will not allow pervasive— yet subtle— 
J apanese protectionism to go unchallenged. I ndeed, the film case has important im- 
plications for a wide range of American industries, and if we are successful at the 
WTO, this powerful and important new multilateral tool for dealing with] apan may 
proveto be one of the Uruguay Round's greatest achievements. 

NAFTA also triggered the spread of trade-expanding agreements in our hemi- 
sphere, which hopefully will be the building blocks of a Free Trade Agreement of 
the Americas. NAFTA can also take some credit for the Asia-Pacific region's growing 
interest in regional trade-expanding efforts sought by the United States, such as the 
Asia-Pacific Economic Cooperation (APEC) forum. Unfortunately, other countries 
are now moving ahead to conclude preferential trade agreements that exclude the 
United States because the U .S. government lacks of fast-track trade negotiating au- 
thority. 

Without fast-track trade negotiating authority, our ability to access foreign mar- 
kets is seriously compromised and places us at a competitive disadvantage. Renewal 
of fast-track must be a top priority for our government. It should be broad in cov- 
erage and long-term. 
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The issue of linking labor and environmental issues to fast-track is controversial. 
While non-trade objectives are worthy in themselves, they should not be linked to 
trade expansion nor impede the pr^ress of opening markets around the world. 
Trade expansion itself brings economic development for our trading partners, which 
supports improved environmental and labor conditions. 

In conclusion, NAFTA has been in our view an unqualified success. NAFTA doom- 
sayers and fear mongers are wrong and one only needs to look at the facts to under- 
stand why. The U.S. economy is strong and worldwide competitive. NAFTA— thanks 
to the willing partnership of our close neighbors— is part of that economic strength. 
Clearly, we have nothing to fear from Mexico, which is just l/25th the size of our 
economy. Now is the time to build on our economic strength by enacting new fast- 
track authority to negotiate other trade-expanding agreements multilaterally, re- 
gionally and bilaterally. 

Thank you again for the opportunity to testify on NAFTA. 


Chairman Crane. Thank you. 

Mr. Katz. 

STATEMENT OF J ULIUS L. KATZ, PRESIDENT, HILLS AND CO. 

Ms. Katz. Mr. Chairman and Members of the Subcommittee, 
thank you for the opportunity to appear before the Subcommittee 
which is considering the President's comprehensive study of the op- 
eration an effects of the North American F ree T rade Agreement. 

I believe that the President's report is a fair and accurate ap- 
praisal of the effects of the NAFTA to date. From my perspective, 
as the chief U.S. negotiator of the NAFTA, the report's main con- 
clusion— that the NAFTA has had a modest positive effect on U.S. 
net exports, income, investment, and jobs— is entirely reasonable 
and unsurprising. In our analysis of the NAFTA's probable effects, 
prior to starting the negotiations, we expected that the impact on 
the U.S. economy would be positive, but small. Positive, because 
Mexico had a much higher level of protection against United States 
goods than we applied to Mexican products. Thus, we could only 
gain from an agreement that would bring down Mexico's dispropor- 
tionately high trade barriers. 

At the same time, the direct, measurable effects were expected 
to be small because the United States economy is 10 times the size 
of Canada's economy and 20 times the size of Mexico's. Apart from 
increased exports which would result from a faster growing Mexi- 
can economy, and benefits to particular sectors of our economy, the 
impact on United States economic growth in the aggregate was 
bound to be modest in percentage terms. 

Nonetheless, we also believed that the achievement of a North 
American free trade area would promote a number of important 
strategic objectives. 

First, the NAFTA would establish new world standards in areas 
such as services, intellectual property rights, and investment. Sec- 
ond, it would encourage and lock in the economic reforms in Mex- 
ico, and help promote a model for reform that others might follow. 

Third, it would encourage economic reform and emerging democ- 
ratization measures in Mexico which would foster economic growth 
and progress in an important neighbor. 

Finally, the NAFTA would strengthen our global leadership. 

In its first 3 years, the NAFTA advanced these strategic goals. 
The NAFTA constitutes the most highly developed set of rules con- 
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tained in any trade agreement. It has established a standard by 
which all other agreements are judged. 

The NAFTA has helped to further and solidify economic reforms 
in Mexico. During the peso crisis, Mexico did not close its borders 
to trade, as it had previously done. While Mexico raised some du- 
ties, as it could do under the GATT, it fully met its NAFTA obliga- 
tions, keeping most of its trade unrestricted. Moreover, by under- 
taking tough domestic measures, the Mexican economy has almost 
fully recovered from the crisis and is now again growing at a very 
healthy rate. 

Mexico has faced tremendous challenges over the past 3 years— 
the worst economic decline since the thirties, political turmoil; and 
corruption resulting from drug trafficking, fed by a huge, 
unremitting demand in the Unit^ States. These events have cast 
Mexico in a very unfavorable light. 

Despite the NAFTA's critics, the agreement is not responsible for 
Mexico's ills. Rather, a series of policy errors by the Mexican Gov- 
ernment led to the 1995 economic crisis. Nor was NAFTA respon- 
sible for, or intended to, remedy by itself social and political chal- 
lenges such as extreme poverty, narcotics, and a political system 
dominated for decades by one party. 

A fair appraisal of Mexico would balance the problems Mexico 
faces with the successes it has enjoyed. Despite seemingly over- 
whelming odds, the Zedillo government has continued to promote 
political, judicial, and economic reform. Elections since 1994, in- 
cluding those held earlier this summer for a variety of national. 
State, and local positions, were free of fraud. And for the first time 
in decades, the ruling PRI lost its majority in the Congress, as well 
as the important position of mayor of Mexico City. 

It is unreasonable to blame or to credit the NAFTA for these 
events. But the motivations underlying Mexico's and our interest in 
NAFTA are the same as those that inspire President Zedillo to re- 
form Mexico's political system. A growing and prosperous Mexico 
depends on a functioning democracy and the rule of law which the 
NAFTA, and the attention in the United States that the agreement 
has brought to Mexico, helps support. 

Beyond Mexico, the NAFTA has been a watershed event for trade 
policy. Throughout the world it caused excitement, anticipation, 
and m some quarters, anxiety. The practical result was to give the 
United States important n^otiating leverage. 

There were some immediate consequences. One was to provide a 
catalyst for the conclusion of the Uruguay round. Another was to 
stimulate commitments by Asian-Pacific and Western Flemisphere 
heads of government to achieve free trade in their regions over the 
next decade or so. 

Unfortunately, we have not pressed our advantage and have 
thereby lost ground. We have failed to carry out commitments 
made by Presidents Bush and Clinton to bring Chile into the 
NAFTA. 

The reason, of course, is the lapse of fast track negotiating au- 
thority since 1994. While the United States has been inactive dur- 
ing this period, others have filled the vacuum. Mexico, which had 
earlier concluded a bilateral free trade agreement with Chile, has 
concluded agreements with most countries of the hemisphere and 
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is negotiating the MERCOSUR. Canada now has an agreement 
with Chile and has announced an intention to negotiate with 
MERCOSUR. Chile has also concluded free trade agreements with 
a number of countries in the region, the most important of which 
is with MERCOSUR. 

The Congress should grant President Clinton's request for new 
fast track authority, so that the United States can resume its posi- 
tion as a trade policy leader. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 

statement of J ulius L. Katz, President, Hills & Co. 

Mr. Chairman and Members of the Committee: 

Thank you for the opportunity to appear before the Committee which is consider- 
ing the President's comprehensive study of the operation and effects of the North 
American F ree Trade Agreement (NAFTA). 

I beiieve that the President's report is a fair and accurate appraisai of the effects 
of the NAFTA to date. From my perspective as the Chief U.S. Negotiator of the 
NAFTA, the report's main conciusion— that the NAFTA has had a modest positive 
effect on U. S. net exports, income, investment and jobs— is entireiy reasonabie and 
unsurprising. 

I n our anaiysis of the NAFTA's probabie effects, prior to starting the negotiations, 
we expected that the impact on the U.S. economy wouid be positive, but small. Posi- 
tive, because Mexico had a much higher level of protection against U.S. goods than 
we applied to Mexican products. Thus, we could only gain from an agreement that 
would bring down Mexico's disproportionately high trade barriers. 

At same time, the direct, measurable, effects were expected to be small because 
the U. S. economy is ten times the size of Canada's economy and twenty times the 
size of Mexico's. Apart from increased exports which would result from a faster 
growing Mexican economy, and benefits to particular sectors of our economy, the im- 
pact on U.S. economic growth in the aggregate was bound to be modest in percent- 
age terms. 

Nonetheless, we also believed that the achievement of a North American free 
trade area would promote a number of important strategic objectives. 

• First, the NAFTA would establish new world standards in areas such as serv- 
ices, intellectual property rights, and investment. 

• Second, it would encourage and lock-in the economic reforms in Mexico, and 
help promote a model for reform that others might follow. 

• Third, it would encourage economic reform and emerging democratization meas- 
ures in Mexico which would foster economic growth and progress in an important 
neighbor. 

• Finally, the NAFTA would strengthen our global leadership. 

I n its first three years, the NAFTA advanced these strategic goals. 

The NAFTA constitutes the most highly developed set of rules contained in any 
trade agreement. It has established a standard by which all other agreements are 
judged. 

The NAFTA has helped to further and solidify economic reforms in Mexico. Dur- 
ing the peso crisis, Mexico did not close its borders to trade, as it had previously 
done. While Mexico raised some import duties as it could do under the GATT, it 
fully met its NAFTA obligations, keying most of its trade unrestricted. Moreover, 
by undertaking tough domestic measures, the Mexican economy has almost fully re- 
covered from the crisis and is now again growing at a very healthy rate. 

Mexico has faced tremendous challenges over the past three years— the worst eco- 
nomic decline since the 1930s: political turmoil; and corruption resulting from drug 
trafficking, fed by huge unremitting demand in the U.S. These events have cast 
Mexico in a very unfavorable light. 

Despite the NAFTA's critics, the agreement is not responsible for Mexico's ills. 
Rather, a series of policy errors by the Mexican Government led to the 1995 eco- 
nomic crisis. Nor was NAFTA responsible for, or intended to, remedy by itself social 
and political challenges such as extreme poverty, narcotics, and a political system 
domi nated for decades by one party. 

A fair appraisal of Mexico would balance the problems Mexico faces with the suc- 
cesses it has enjoyed. Despite seemingly overwhelming odds, the Zedillo Govern- 
ment has continued to promote political, judicial, and economic reform. Elections 
since 1994, including those held earlier this summer for variety of national, state. 
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and local positions, were free of fraud. And for the first time In decades, the ruling 
PRI lost Its majority In the Congress as well as the Important position of mayor of 
Mexico City. 

It Is unreasonable to blame or credit the NAFTA for these events. But the motiva- 
tions underlying Mexico's— and our— Interest In NAFTA are the same as those that 
Inspire President Zedillo to reform Mexico's political system. A growing and pros- 
perous Mexico depends on a functioning democracy and the rule of law, which the 
NAFTA, and the attention In the United States that the agreement has brought to 
Mexico, helps support. 

Beyond Mexico, The NAFTA has been a watershed event for trade policy. 
Throughout the world It caused excitement, anticipation and. In some quarters, anx- 
iety. The practical result was to give the United States Important negotiating lever- 
age. 

There were some Immediate consequences. One was to provide a catalyst for the 
conclusion of the Uruguay Round. Another was to stimulate commitments by Asian- 
Pacific and Western FI emi sphere Fleads of Government to achieve free trade In their 
regions over the next decade or so. 

Unfortunately, we have not pressed our advantage and have thereby lost ground. 
We have failed to carry out commitments made by Presidents Bush and Clinton to 
bring Chile into the NAFTA. 

The reason, of course, is the lapse of fast-track n^otiating authority since 1994. 
While the United States has been inactive during this period, others have filled the 
vacuum. Mexico, which had earlier concluded a bilateral free trade agreement with 
Chile has concluded agreements with most countries of the FI emi sphere and is nego- 
tiating with MERCOSUR. Canada now has an agreement with Chile and has an- 
nounced an intention to negotiate with MERCOSUR. Chile has also concluded free 
trade agreements with a number of countries in the region, the most important of 
which is with MERCOSUR. 

The Congress should grant President Clinton's request for new fast-track author- 
ity so that the United States can resume its position as a trade policy leader. 

Thank you, Mr. Chairman. 


Chairman Crane. Thank you, Mr. Katz. 

Ms. Wilson. 

STATEMENT OF EDITH R. WILSON, TRADE PROJECT DIREC- 
TOR, DEMOCRATIC LEADERSHIP COUNCIL, AND SENIOR 

FELLOW, PROGRESSIVE POLICY INSTITUTE 

Ms. Wilson. Mr. Chairman, support for trade liberalization, like 
other aspects of American foreign affairs, has usually been handled 
on a bipartisan basis, as it should be. Today, with your permission, 

I would like to speak as a Democrat. 

I'm here on behalf of the Democratic Leadership Council, which 
endorsed NAFTA 3 years ago, to explain why we did so, and why 
Americans should be proud of President Clinton's and President 
Bush's historic achievement in expanding ties with our neighbors 
in North America. By explaining why we believe, based on the evi- 
dence to date, that NAFTA has been good for ordinary Americans 
and serves overwhelmingly the national interest, we hope to dem- 
onstrate also why we support further trade expansion. 

Maintaining growth in trade is essential to maintaining our ro- 
bust growth overall, and particularly important to maintaining a 
surge in manufacturing jobs. That, in a nutshell, is why Americans, 
Republicans, and Democrats cannot be progrowth without being 
protrade. T rade is critical to our economy at this moment. 

Today the Progressive Policy Institute is releasing a study, 'The 
NAFTA Success Story: More than J ust T rade," by former trade offi- 
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dal Rebecca Reynolds Bannister. I draw substantially on that re- 
port in making my own analysis, and I will be brief. 

[The study is being retain^ in the Committee files.] 

I'm glad to hear the point made, as we go into this analysis, by 
other witnesses that we must remember in evaluating NAFTA at 
this time that it has not yet been fully implemented. The benefits 
to the United States will improve as implementation continues for 
the full 15 years provided and as NAFTA provides more conditions 
for increased economic growth in Mexico and Canada. 

There are three main lessons to be learned from the NAFTA ex- 
perience to date which are relevant as Congress considers future 
agreements. First, the United States can liberalize trade with de- 
veloping countries, if agreements go beyond reducing tariffs on 
merchandise trade and cover other essential aspects of a sound and 
fair trading relationship. 

Second, trade does follow trade agreements, and dramatic in- 
creases in trade are possible from agreements committed to lower- 
ing barriers on both sides. 

Third, lowering trade barriers between neighboring countries is 
one of the most effective ways to increase trade rapidly. 

NAFTA is fulfilling its promise. Our trade relations, the benefits 
to our consumers, the competitiveness of our workers, and the se- 
curity of our investments are stronger for having concluded 
NAFTA. It helped increase trade and investment in North America. 
It has put in place rigorous rules for governing trade, setting a 
higher standard than previous agreements. 

NAFTA to date has not produced a flight of U.S. investment or 
jobs, and this summer North America was ranked as one of the 
world's fastest growing regions. 

When we look at the agreement's results, however, we are con- 
tinually reminded that NAFTA was more than trade. It was a 
path-breaking, comprehensive trade and investment accord that 
locked in not only a steadily decreasing tariff rate on almost all 
products, but also significant market rtforms, dispute settlement, 
investment guarantees. These features of NAFTA don't just safe- 
guard American businesses; they protect the technology, the inno- 
vation, the processes, and the markets that provide employment for 
our workers, too. 

I would call your attention in our written statement to a com- 
parison of how NAFTA has worked for two key States and two key 
sectors: Michigan with regard to automobiles. South Carolina with 
regard to textiles. I'll summarize briefly by saying that in both 
States, since we signed NAFTA— and, of course, not due simply to 
NAFTA by any means, unemployment has fallen dramatically. 
Michigan unemployment is at its lowest in 30 years. Both States 
have experienced sharp increases in exports, and specifically in ex- 
ports to Canada and Mexico. Both have benefited specifically from 
NAFTA's design in regard to content and components made in 
North America. And we believe they are extremely interesting sto- 
ries for consideration as we try to understand how NAFTA has not 
only helped expand markets for United States goods, but has 
helped position U.S. industries for future competitiveness by 
strengthening our productive capacity on the North American con- 
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tinent and allowing the three NAFTA partners to benefit from 
their comparative advantages. 

As alluded to by other witnesses, NAFTA has been accompanied 
by other positive trends, particularly with regard to Mexican de- 
mocracy. I would also call attention to how NAFTA has introduced 
to Mexico principles of transparency, the right to appeal govern- 
ment decisions, public access to information, and other processes 
that are the foundations of open, pluralistic, and democratic soci- 
eties. 

The fundamental conclusion we should draw from NAFTA is 
clear. The prospect of increased trade without the kinds of guide- 
lines, safeguards, and predictability epitomized in NAFTA should 
be far more alarming to the American people than the proposal to 
initiate new trade negotiations. If we can negotiate similar com- 
prehensive agreements with other countries, it is in our interest as 
the world's leading exporter to pursue them expeditiously. 

At the same time, the American public is right to feel that there 
is some unfinished business from NAFTA, GATT, and other devel- 
opments. We must expand the winners' circle of those who can ben- 
efit from the new global economy through shared responsibility by 
government, business, and workers for those Americans who may 
be left behind. 

And, finally, we must move ahead, grant the President broad ne- 
gotiating authority, and remember that renewed negotiating au- 
thority is as vital to U.S. leadership in world affairs as it is to sus- 
taining our economic growth. If America can't negotiate, Americans 
lose. 

[The prepared statement and attachment follow:] 

statement of Edith R. Wilson, Trade Project Director, Democratic 
Leadership Council, and Senior Fellow, Progressive Policy Institute 

Introduction 

Mr. Chairman, support for trade liberalization, like other aspects of American for- 
eign affairs, has usually been handled on a bipartisan basis, as it should be. We 
hope this tradition continues as Congress considers fast track negotiating legislation 
this fall, and that the new 'vital center' of American politics will hold. I am here 
on behalf of the Democratic Leadership Council, which endorsed NAFTA three years 
ago, to explain why we did so and why Americans should be proud of President 
Clinton’s historic achievement in expanding ties to our neighbors in North America. 

By explaining why we believe, based on the evidence to date, that NAFTA has 
been good for ordinary Americans and serves the national interest, we hope also to 
demonstrate why we support further trade expansion. We believe a successful trade 
policy recognizes three core components: the significance of international trade to 
domestic growth; the importance of leadership in trade to America's international 
leadership overall; and the need to help American workers adjust and compete to 
changing economic conditions. Trade currently represents one third of America's eco- 
nomic growth. 1 Maintaining growth in trade is critical to sustaining our robust 
growth overall, and particularly important to maintaining a resurgence in manufac- 
turing jobs.2 That, in a nutshell, is why Americans cannot be pro-growth without 
being pro-trade. Trade is critical to the new economy. 

Our goal in expanding trade should be a more dynamic and compassionate econ- 
omy in which companies, workers, and government share responsibility for helping 
working Americans adapt to the changing economy. The burdens of change must not 
fall solely on the shoulders of working Americans. Government, business, and other 


J-Trade, as a percentage of Gross Domestic Product, is approximateiy 14 percent when count- 
ing oniy exports. 

^Bergsten, C. Fred, Director of the Institute For I nternationai Economics. Testimony before 
the Senate Finance Committee {| une 1997). 
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institutions share responsibiiity for the security of those few who might be ieft be- 
hind. We wiii be iooking to new models, such as business and jobs consortia, to help 
workers and companies to succeed and share in the benefits of expanded trade, and 
thus "expand the winner's circle." 

Assessing NAFTA Three Years Out 

Today the Progressive Policy Institute is releasing a study. The NAFTA Success 
Story: More than J ust Trade, by Rebecca Reynolds Bannister, a former trade offi- 
cial. I draw substantially on that research in making my own analysis. 

One point must be clarified at the beginning. Contrary to popular impression, 
NAFTA has not yet been fully implemented. While many NAFTA provisions went 
into effect immediately in 1993, others phase in over five, ten, and even fifteen 
years for the most sensitive sectors. This was intended to permit the workers and 
industries of all three countries ample time to adjust. At this point, no NAFTA 
study can adequately measure the agreement's full results because much of 
NAFTA's impact still lies ahead. The benefits to the United States will improve as 
implementation continues, and as NAFTA provides the conditions for increased eco- 
nomic growth in Mexico and Canada. 

Nonetheless, the 1997 congressionally-mandated assessment of NAFTA by the Ad- 
ministration released this J uly is useful and timely. It provides Congress with a 
snapshot of this work in progress and allows it to determine if anything is dramati- 
cally wrong. Most importantly, the Clinton Administration report and hearings such 
as this provide an excellent opportunity to examine the facts. 

NAFTA Lessons and Results 

There are three main lessons to be learned from the NAFTA experience to date. 
First, the United States can liberalize trade with developing countries, if the agree- 
ments go beyond reducing tariffs on merchandise trade and cover other essential as- 
pects of a sound and fair trading relationship. Longer phase-in periods are also nec- 
essary in such cases. This is critical information for the future, since the fastest 
growing markets lie in developing countries. Second, trade does follow trade agree- 
ments, and dramatic increases in trade are possible from agreements committed to 
lowering barriers on both sides. Third, lowering trade barriers between neighboring 
countries— those who can through proximity and familiarity easily, quickly, and at 
lower cost become better customers and partners— is one of the most effective ways 
to increase trade rapidly. 

We have learned from the Clinton Administration report and the Progressive Pol- 
icy Institute examination that NAFTA is fulfilling its promise. Our trade relations, 
the benefits to our consumers, the competitiveness of our workers, and the security 
of our investments are stronger for having concluded NAFTA. It helped increase 
trade and investment in North America. It put in place rigorous rules for governing 
trade, setting a higher standard than previous agreements. Institutions, working 
groups, and mechanisms that NAFTA created have smoothed the path to allow 
North American businesses to trade, invest, and position themselves for better pro- 
ductivity and comparative advantage, making our economies stronger against 
shocks such as Mexico's 1994-95 crisis. 

This summer. North America was ranked as one of the world's fastest growing 
regions, with growth projected at 3.5 percent, compared to the average 2.7 percent 
growth rate for the rest of the industrialized nations. Not only is there strong eco- 
nomic growth in all three countries, but Mexico's economic growth has been particu- 
larly impressive this year, with 8.8 percent GDP growth in the third quarter of 1997 
and a projected aggregate rate of between 5 and 6 percent GDP growth. ^ Canadian 
GDP growth for this year is projected at 3.3 percent. In 1996, nearly one-third of 
U.S. trade in goods was with Canada and Mexico ($421 billion). When our two top 
customers grow, we grow, and vice versa: our NAFTA partners accounted for 53 per- 
cent of the growth in total U.S. exports in the first four months of 1997. Trade is 
not a zero-sum proposition, as some would suggest. 

Despite dire predictions, NAFTA to date has not produced a flight of U.S. invest- 
ment or jobs. The U. S. economy now creates in approximately one month the total 
number of jobs lost due to NAFTA in three years. Today we find that despite 
NAFTA's reduced tariff barriers and an economic crisis in Mexico in 1995 that low- 
ered the value of the peso and made Mexican labor comparatively even cheaper, the 
United States has not lost even a small fraction (1/40) of the 6 million jobs that Ross 


^"Mexican Growth Is Fastest in 16 Years As GDP in Second Quarter Soared to 8.8 percent," 
TheNe/v York Times (August 19, 1997). 
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Perot predicted. In fact, under President Ciinton's ieadership, the U.S. economy has 
created 8.6 miiiion jobs since NAFTA's inception. NAFTA's impact on jobs in the 
U.S. economy has been negiigibie in most sectors with positivejob growth in others. 
Quite simpiy, neither NAFTA nor GATT nor any of our other iesser trade agree- 
ment has hurt the U.S. economy. Instead, they have been a vital component in our 
economic growth by opening new markets and eliminating barriers. 

But when we look at the agreement's results, we are continually reminded that 
NAFTA was about more than trade. It was a pathbreaking, comprehensive trade 
and investment accord that "locked in" not only a steadily decreasing tariff rate on 
almost all products but also significant market reforms, as well as dispute settle- 
ment and investment guarantee procedures. It has increased certainty and stability 
in our commercial relations with our two top customers. No less than fifteen non- 
tariff accomplishments of the agreement are truly significant, covering areas such 
as inputs, transparency, services, investment, conflict resolution resolution/protec- 
tions, and environment. 4 These features of NAFTA don't just safeguard U.S. busi- 
nesses: they protect the technology, processes, and markets that provide employ- 
ment for our workers, too. 

So, what do we find when we look at this section of the agreement four years 
later? Trade and investment disputes are now being handled with relative trans- 
parency and according to the established procedures agreed to in NAFTA. The 
agreement was, in particular, a step forward in enhancing the ability of small busi- 
nesses to participate in international trade. Under NAFTA, small businesses as well 
as large firms have been given secure market access as well as methods for resolv- 
ing commercial disputes in a developing country market. No other agreements do 
this. When the scope of the agreement is considered as well as the vast amounts 
of trade and investment flows covered under NAFTA's legal boundaries, the number 
of disputes since 1993 has been surprisingly low. Congress should consider this lack 
of conflict as a particular endorsement of how well the agreement is working. 

States AND Sectors: Michigan and South Carolina 

Nearly all states have posted gains in exports with Mexico since NAFTA. Key in- 
dustries such as autos, electronics, and the service sector have benefitted from 
NAFTA's provisions— despite Mexico's economic crisis of 1994-95. Let us examine 
for a moment two states that were particularly concerned about negative impacts 
when NAFTA was signed: Michigan and South Carolina. Both are excellent exam- 
ples of how states and sectors have benefitted generally from increased trade and 
specifically from the terms of NAFTA. 

As overall unemployment and inflation have fallen to their lowest levels si nee the 
1960s, Michigan's economy has prospered. Michigan's unemployment is at its lowest 
level in nearly 30 years. Michigan's unemployment rate has fallen from 6.8 percent 
in November 1993, to 4.4 percent in April 1997, since the passage of NAFTA. Michi- 
gans et state exporter of goods. Michigan's export-related jobs— which pay, on aver- 
age, 13 to 16 percent more than non-export related jobs— increased by an estimated 
40 percent, or 147, 883 jobs, since 1992. 

Michigan's exports to NAFTA countries increased by 40 percent between 1993 and 
1996. During 1996, Canada was Michigan's largest export market and Mexico was 
its second largest. Between 1993 and 1996, Michigan's exports to Canada rose by 
56 percent. During this same period, Michigan's exports to Mexico declined by 2 per- 
cent, due to the deepest but shortest lived recession in Mexico in 50 years. Trans- 
portation equipment accounted for 63 percent of Michigan's total exports. 

Some U.S. sectors— such as the automotive industry— have experienced large net 
import and export growth as well as job growth. U.S. employment in the automotive 
industry grew by 14 percent between 1993 and 1996, including a 10.6 percent in- 
crease in employment in automotive assembly. This job growth was accompanied by 
a 5.6 percent increase in hourly earnings for automotive production workers. While 
U.S. imports of Mexican automotive vehicles and parts nearly doubled, thanks to 
NAFTA provisions, those imported vehicles now include a high percentage of compo- 
nents madein theUnited States. In fact, U.S. exports to Mexico of automotive vehi- 
cles and parts increased 11 percent, from $7.5 billion in 1993 to $8.4 billion in 1996. 
These positive developments in the automotive sector have certainly helped the 


‘‘Bannister, Rebecca Reynolds, The NAFTA Success Story: MoreThan J ust Trade; (Washing- 
ton, DC: The Progressive Policy Institute, DC, September 1997). 
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state of Michigan, which is the ieading manufacturer of automobiies in the United 
States. 5 

In South Carolina, unemployment in 1993 stood at 7.6 percent. In April, 1997, it 
was 4.6 percent, a decline of 2.9 percent. In this state, we find that record levels 
of foreign investment have supported 21,000 additional high-paying, high-skilled 
jobs since 1992. During 1995, Canada was South Carolina's largest export market, 
while Mexico was South Carolina's second largest export market. Since 1993, ex- 
ports to Canada have increased by 23 percent, from $1.3 billion in 1993 to $1.7 bil- 
lion in 1997. South Carolina's exports to Mexico have increased by 58 percent, from 
$300.3 million in 1993 to $719.0 million in 1995. 

Moreover, South Carolina's textile industry illustrates the benefits of integration 
under NAFTA. Textile and apparel goods production have shifted from the Far East 
to North America. South Carolina's textile exports to Mexico increased 143 percent, 
1993 to 1995, and textile imports to Canada have increased 40.2 percent between 
1993 and 1996. Due to NAFTA requirements, Mexican-made apparel and footwear 
exported to the United States have higher U.S. content, on average, than imports 
of these products from Asia and other countries. With Mexican plants now purchas- 
ing large amounts of U.S. components, U.S. firms are increasing profits and effi- 
ciencies. After years of decline, the textile and apparel industries are thriving on 
the challenges presented by the global economy. Now highly automated and requir- 
ing skilled workers. South Carolina's textile industry accounts for 10 percent of the 
state's total exports ($388.9 million) and employs 22 percent of its workforce.^ 

Similar success stories are found in every state and in sectors such as in comput- 
ers and electronic machinery and related software, government procurement, and 
agriculture. In all these critical areas, NAFTA has not only expanded markets for 
U.S. goods, but has helped position U.S. industries for future competitiveness by 
strengthening our productive capacity on the North American continent, and allow- 
ing the three NAFTA partners to benefit from their comparative advantages. 

Economic Reform and Political Reform 

NAFTA has been accompanied by other positive trends. This summer, Mexican 
democracy took a large, peaceful step forward as voters in state and local elections 
redistributed power among the three political parties. The PRI, after having been 
in power for over 60 years, no longer has a majority in the Mexican Congress. Mexi- 
can labor unions have moved toward independence from government control, and 
are becoming more vocal on behalf of their members.^ These changes make the obvi- 
ous point: economic reforms symbolized by NAFTA have been accompanied by a 
process of significant political reform in Mexico. 

There is much discussion about how and whether free trade encourages the 
growth of democracy. In NAFTA, we find a very specific example of how this process 
works. Through the vehicle of trade liberalization and for sound commercial reasons, 
NAFTA has introduced to Mexico principles of transparency, the right to appeal gov- 
ernment decisions, public access to information, and other processes that are the 
foundations of open, pluralistic and democratic societies. Two examples: The Mexi- 
can government must now publish every federal regulation for review and comment, 
and an open bidding process is required for government procurement. These are 
dramatic changes from prior practices. As a result, Mexicans expect increased open- 
ness in other areas as well. Finally, to demonstrate how NAFTA has already served 
as a template for other trade agreements, many of these same provisions have been 
incorporated by Mexico into recent free trade agreements with Central and South 
American countries. 


Should NAFTA Be Expanded? 

The fundamental conclusion we should draw from NAFTA is clear: The prospect 
of increased trade without the kinds of guidelines, safeguards, and predictability 
epitomized in NAFTA should be far more alarming to the American people than the 
proposal to initiate new trade negotiations. If we can negotiate similar comprehen- 


^All data on the state of Michigan is from the foliowing sources: BLS, USTR (based on data 
from the Massachusetts Institute of Social and Economic Research), ITC, and U.S. Department 
of Commerce. 

^All data on the state of South Carolina is from the following sources: USTR (based on data 
from the Mass. Institute of Social and Economic Research), U.S. Department of Commerce, U.S. 
Dqoartment of Agriculture, South Carolina Department of Commerce, and Study on the Oper- 
ation and Effects oftheNAFTA, Executive Office of the President, j uly 1997. 

^"Mexico's Unions Form New Coalition,"? ournal of Commerce {August 26, 1997), p.5A. 



76 


sive agreements with other countries, it is in our interest as the worid's ieading ex- 
porter to pursue them expeditiousiy. 

We need to extend the principies embodied in NAFTA to the rest of the hemi- 
sphere soon because we have much to gain from increased trade and investment 
with Latin America, one of the fastest growing regions in the worid. Flow is this 
to be accomplished? NAFTA contains a "docking" or accession clause that other de- 
velopments have occurred in our hemispheric trading environment. It behooves the 
United States to ensure that any future trade agreements meet the standards in- 
cluded in NAFTA. They should also cover current conditions with the proposed trad- 
ing partner(s) and anticipate future needs. The founding principles and comprehen- 
sive approach epitomized by NAFTA should be used in the basic hemispheric agree- 
ments. But it is increasingly clear that future agreements— with Chile and Latin 
America, among others— may be able to raise the bar even higher than NAFTA. 
Fresh negotiations may be in order and expanding NAFTA in the literal sense may 
not be the most productive or appropriate approach at this point. 

Expanding the Winner's Circle at FIome 

The American public is right to feel that there is some unfinished business from 
NAFTA, GATT, and other developments that have changed our economy. Trade, of 
course, is not the only factor responsible for these changes; actually, technology ac- 
counts for more of the economic restructuring we are experiencing. 

As our stake in the new global economy increases, so does our responsibility to 
ensure that all Americans have the opportunity to compete effectively. Our efforts 
to accommodate technological progress and trade expansion for the sake of economic 
growth must go hand-in-hand with a new social compact that offers all U.S. workers 
lifelong access to career training: provides more effective public support for workers 
in transition: equips them with the tools to manage their career security by control- 
ling their own health and pension resources; and redefines corporate responsibility 
in a world of borderless markets.® We must expand the winner's circle through 
shared responsibility by government, business, and workers for those Americans 
who may be I eft behind in the New Economy. 

I n the same session of Congress that passed the NAFTA implementing legislation. 
Congress and the Administration were unable to agree on any major proposals to 
modernize our nation's job placement and worker training systems. A NAFTA trade 
adjustment assistance program was established but with limited scope and effective- 
ness. As a consequence, many Americans feel that their needs have been ignored. 
The United States needs to do better. We must substantially improve our efforts to 
equip all Americans with the education and skills they need to be as competitive 
as individual citizens as we now are as a nation, and we must extend a helping 
hand at key moments. Congress has recently made progress in areas such as health 
care and pension portability. Now that the budget is balanced, we must turn our 
attention to the rest of this domestic agenda. In particular, we hope Congress will 
consider the G.l. Bill for Workers and consider replacing outdated adjustment as- 
sistance with comprehensive training programs available through individual vouch- 
ers. 


Maintaining U.S. Momentum and Leadership in Trade 

In closing, I would like to add one word about the debate over fast track author- 
ity. It can be hard to distinguish between the genuine and the disingenuous in con- 
cerns raised first about NAFTA and now about fast track authority. This is because 
protectionism mutates in every generation and finds new, socially acceptable ways 
to hinder trade. Special interests work to protect their gains even if at cost to the 
national interest. Again, many concerns about issues such as labor rights and envi- 
ronmental protection are utterly sincere. Indeed, we share them. 

But it is simply unfair to use such concerns or other means to elevate the inter- 
ests of industries or groups that seek protection from international competition 
above the interests of workers in exporting industries, of consumers, of communities 
that benefit from foreign investment, and of every American who benefits from 
steady growth, low unemployment, and low inflation. There are many approaches 
to industrial relations, labor rights, pollution prevention, and conservation that can 
be pursued productively, particularly through international cooperation. There are 


sRodrik, Dani, Has Globalization Gone Too Far?, Institute For International Economics 
(Washington, DC, March 1997); I.M. Destler, Rene/ving Fast-Track Legislation, Institute For 
I nternationai Economics (Washington, DC, September 1997), p.47; and "Expanding the Winner's 
Circle," Fact Sheet, (Democratic Leadership Council, Washington, DC), J uly 1997. 
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connections between trade liberalization and these same issues, but they must be 
explored cautiously. 

Further delay in fast track renewal, with all that is ahead on the trade calendar, 
will be protectionism in a new and virulent form and could cost Americans dearly. 
In fact, legislative ejection of President Clinton's request for fast track authority 
this fall would send a message around the world that America has abdicated inter- 
national economic leadership— and damage our political leadership as well. 

The United States must move forward to lead the world in a new era of open and 
fair trade. At the global, sectoral, and regional level, many of our key trading part- 
ners are about to move ahead without us in critical new trade negotiations. Con- 
gress should give President Clinton the same broad authority to negotiate new trade 
agreements under fast track procedures that every U.S. President since Gerald Ford 
has received. 

Renewed negotiating authority is as vital to U.S. leadership in world affairs as 
it is to sustaining our economic growth. The message about fast track is clear: If 
America can't negotiate, Americans lose. 

Thank you. 
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Expanding the Winner's Circle 

A New Social Compact 

As our stake in the new global economy increases, so does our responsibility to ensure that all 
Americans have the opportunity to compete effectively. Trade liberalization must go hand-in-hand 
with a new domestic agenda that offers all U.S. workers lifelong access to career training; provides 
more effective public support for workers in transition; equips them with the tools to manage their 
own career security by controlling their health and pension resources; and redefines corporate 
responsibility in a world of borderless markets. 

Create a Lifelong Career Opportunity System for All Americans 

>• Expand support for apprenticeships to help train young people not bound for college. 


Replace today's ineffective federal job training and adult education programs for 
displaced workers with individual vouchers. Workers would be able to decide for 
themselves the best way to build the skills they need to secure good jobs and wages 
in a rapidly changing economy. 

Create a competitive system of public, non-profit and private One-Stop Career 
Centers that would give every American access to reliable information, allowing 
them to choose appropriate education and training providers, apprenticeships, 
colleges and, ultimately, jobs. 


► Reform the tax code to provide all workers with access to job training by; 1) 
experimenting with tax-preferred savings accounts to help people set aside funds to 
enhance their career skills; and 2) reforming the tax law so that any firm providing 
tax-free training to its managers and professionals could not discriminate against 
other employees by denying them comparable opportunities, as long as workers who 
take advantage of these opportunities agree to stay with the firm for a reasonable 
period. 

Extend Portable Health Insurance and Pensions to all Americans 

► Portable health insurance is critical for workers as they assume more responsibility 
for their own economic security in the global economy. Although job-based health 
insurance covers most Americans, workers should have portable benefits that enable 
those who are changing jobs or are laid-off to retain their health insurance coverage 
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during the transition. To support these workers and those whose employers do not 
offer insurance, this segment of the population should be able to purchase their own 
coverage with help from a refundable tax credit. 

»■ Restructuring Social Security to place the program on sound fiscal footing should 
include changes in our retirement system that promote self-reliance, greater personal 
responsibility, and a more reasonable tax burden on working families. 

► While many workers have portable pensions that allow them to roll over their 
pension assets when they change employers, this option should be available for every 
American. 

Performance-based Compensation, Equity-Sharing and other Reward Systems 

► To provide average Americans with more opportunities and incentives to increase 
productivity and innovation on the job, firms should be encouraged to establish 
reward systems that are internally equitable, competitive, and linked to the long-term 
performance of the firm. Extending the non-discrimination rule that is currently used 
for health care coverage and pension contributions to this area should be examined. 
Specifically, when a firm provides tax-favored, performance-based bonuses to 
executives, all employees should be eligible to earn such compensation. 


Chairman Crane. Thank you, Ms. Wilson. 

Mr. Schott. 

STATEMENT OF J EFFREY J . SCHOTT, SENIOR FELLOW, 
INSTITUTE FOR INTERNATIONAL ECONOMICS 

Mr. Schott. Thank you, Mr. Chairman. I appreciate the oppor- 
tunity to come before the Subcommittee and present views that 
were prepared by me and my colleague, Fred Bergston, who, unfor- 
tunately, is unable to attend because of conflicts that arose when 
this session was rescheduled. 

As the cleanup hitter on this panel, let me try, instead of sum- 
marizing my statement completely, to drive home a few key points 
made by previous statements and by previous witnesses, and by 
yourself and Congressman Matsui. They deal with both how 
NAFTA has supported strategic U.S. interests and two key areas 
that are central to the NAFTA debate that also will dominate the 
upcoming debate on fast track: Employment effects and labor and 
environmental issues. I can be quite brief on the strategic issues 
because] ulius Katz and others have covered them quite well. 

First, NAFTA has met a strategic United States goal in promot- 
ing pluralism and democratization in Mexico, and NAFTA has con- 
tributed to enhancing both political and economic stability. Obvi- 
ously, there is a lot more that needs to be done, but the economic 
opening in Mexico that the agreement has reinforced has helped 
push developments in the right direction. 

Second, the lock-in effect has been very important. We've talked 
about it in relation to the peso crisis, but it will become particu- 
larly important in the future in light of the increasing democratiza- 
tion of the Mexican political process. There are going to be more 
debates in Mexico, just as we're seeing here today in the United 
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States, about the direction of trade policy. NAFTA obligations will 
raise the cost of any policy reversals that would impose new protec- 
tion against the United States and other imports into the Mexican 
economy, and, thus, will protect both Unit^ States and Mexican 
trading interests. I think that aspect of the lock-in has not been 
raised today and deserves some attention. 

Third, the NAFTA typifies the U.S. pursuit of an asymmetrical 
trade strategy. As has been mentioned by a number of speakers, 
our markets are generally open. What we have been doing in the 
NAFTA, and what we propose to do in future trade agreements, is 
basically get countries to agree to lower their barriers in return for 
an "insurance policy" that we will maintain the good access to our 
market for their goods that they already have. It would seem to be 
a no-brainer that this is a good deal for the United States because 
almost all of the reforms are being taken by our trading partners. 

If we don't engage in these talks, our market will still be open. 
We're obligated to keep it open under the WTO and other agree- 
ments, and, therefore, we're not losing much by entering these 
agreements and trying to knock down more trade barriers. 

There are a number of other strategic points raised in my state- 
ment, but let me turn to the important issue of employment and 
labor and environment. As has been said by a number of witnesses, 
neither NAFTA nor any trade agreement should be judged by its 
contribution to achieving full employment. The total level of jobs in 
the U.S. economy is basically determined by macroeconomic and 
monetary policy, and the current period presents dramatic evidence 
of this fact. We are essentially at full employment, and this positive 
development has occurred despite a large and growing trade deficit, 
including an adverse shift in our trade balance with our NAFTA 
partners. So any simplistic relation between the U.S. trade deficit 
and U.S. job losses just doesn't make any sense. 

Trade, rather, helps to determine the quality of jobs in the econ- 
omy. It shifts output from sectors where we are less productive into 
those where we are more productive, and those more productive 
sectors create more high-paying jobs. And, indeed, the export boom 
of the past decade has stopped the decline of high-wage manufac- 
turing jobs in our economy. Now, of course, progress costs jobs, but 
progress also creates more and better paying jobs, and we need to 
keep that in mind. 

Finally, on the labor and environmental points, I actually have 
some sympathy concerning comments by Mr. Levin. Labor and en- 
vironmental issues should be an integral part of our overall bilat- 
eral relations and should be pursued in a variety of forums. WTO 
agreements already cover several important problems in these 
areas. But we also need to recognize that trade agreements are not 
the only channel for achieving our goals, and WTO members have 
explicitly rejected the further negotiation of labor issues in the 
WTO at the Singapore ministerial last December. 

Critics of NAFTA are actually wrong in saying we have a great 
deal of leverage in forcing countries to adopt higher labor stand- 
ards through our trade agreements. Because our market is open, 
we basically have limited leverage to tell them that, if they don't 
adopt higher standards, we will close our market, because we are 
already committed to keeping out market open. 
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What we could have done is argued that, if countries cooperate 
with us in a wide variety of forums to improve labor standards and 
environmental conditions, that we would work with them through 
technical cooperation and other means to support their economic 
development. Instead, but the trade stick has actually been det- 
rimental to the interests of the proponents of improved labor and 
environmental standards because it's scared countries away from 
the negotiating table. I think that's a very important point that has 
been left out of the NAFTA debate that deserves attention. 

I'm sorry I've exceeded my time, and I thank you again for the 
opportunity to present my views. 

[The prepared statement follows:] 

J oint Statement of C . Fred Bergsten, Director, andj effreyj . Schott, Senior 
Fellow, Institute for International Economics* 

Any evaluation of NAFTA to date must analyze the detailed trade and investment 
flows among the three member countries since the agreement was implemented at 
the outset of 1994. We will do so in this statement. We will also offer our evaluation 
of the Administration's official report on the agreement. 

Before proceeding, however, we wish to emphasize several broad strategic consid- 
erations that must be accorded substantial weight in assessing the results to date. 
NAFTA must be judged against a series of fundamental US policy goals rather than 
simply on a narrow assessment of changes in trade and investment, and their ef- 
fects on the American economy. Indeed, we believe that NAFTA shall be evaluated 
primarily on these broader considerations. We feel compelled to emphasize these 
factors in our own evaluation because the Administration's report, like its overall 
trade policy, gives short shrift to these strategic perspectives. 

Even before addressing the strategic impact of NAFTA, however, three caveats 
must be stressed. First, it is far too early to reach a considered judgment on the 
success or failure of the arrangement. Like any trade agreement, NAFTA aims to 
improve the economic structures of the participating countries. It is not a cyclical 
or short-term tool for creating jobs or anything else. It will be years, if not decades, 
before anyone can objectively reach a comprehensive judgment on the impact of 
NAFTA. 

Our assessment covers a longer period than the 3y2 years since the agreement 
was formally launched. The reason is that much of Mexico's liberalization and de- 
regulation in the late 1980s and early 1990s was undertaken at least partly to en- 
able it to enter into NAFTA negotiations. From the time that Mexico proposed the 
idea in 1990, the United States made clear that Mexico would have to greatly im- 
prove its trade, investment and related policies before an agreement could be con- 
cluded. Flence NAFTA deserves credit for a substantial part of the Mexican eco- 
nomic reforms implemented since 1990 as well as the substantial further reduction 
of Mexican tariffs, and other trade and investment barriers, since NAFTA formally 
took effect. 

The second caveat is that NAFTA necessarily has a very small impact on the 
American economy. The addition of Mexico to the Canada-United States FreeTrade 
Agreement essentially expanded our free trade area by 4 percent— the ratio of Mexi- 
co's GDP to our own. Any impact is therefore inherently modest. For example, the 
US economy has created 7.5 million jobs since NAFTA went into effect, swamping 
any conceivable "NAFTA effect. Neither judgments about the American economy 
nor about future American trade policy can be driven very far by NAFTA. 

The third caveat is that much of the NAFTA debate, certainly during the Congres- 
sional approval process and even today, addresses the wrong questions. Neither 
NAFTA nor any trade agreement should be judged on its contribution to achieving 
full employment in the United States. The total level of jobs in our economy is basi- 
cally determined by macroeconomic and monetary policy. The current period pre- 
sents dramatic evidence of this conclusion: we are at "full employment," and the un- 
employment rate has dropped far below the level that most economists had felt was 
safe from the standpoint of price stability. This positive employment situation has 
developed despite a large and growing trade deficit, including an "adverse" shift in 
our trade balance with our NAFTA partners. 


*The views expressed in this statement are those of the authors and do not necessariiy refiect 
the views of individuai members of the Institute's Board of Directors or Advisory Committee. 
iData cover the period J anuary 1994 through J une 1997. 
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Trade rather helps to determine the quality of jobs in the economy. It shifts out- 
put from sectors where we are least productive into those where we are most pro- 
ductive. Hence it increases wage levels and standards of living: export jobs pay 
about 15 percent more than the national average. Indeed, the export boom of the 
past decade has stopped the decline of high-wage manufacturing jobs in our econ- 
omy and, if it continues at the recent pace, could even restore the level of manufac- 
turing employment to its previous high over the next decade or so. Since our major 
national economic problem has been a long-term stagnation of per capita incomes 
and wage levels, increased trade— including via agreements like NAFTA— clearly 
contributes positively to our national economic interest. 

NAFTA's Strategic Obj ectives: An Early Appraisal 

With those very important caveats in mind, let us begin the evaluation itself by 
analyzing the record of NAFTA to date in achieving seven of its central strategic 
objectives: 

1. A key American strategic goal was to promote pluralism and democratization 
in Mexico, on the (correct) view that this would enhance both political and economic 
stability in Mexico over the long run. There is still a long way to go, and obvious 
problems remain, but the recent election suggests that there has been solid progress 
on this front. NAFTA obviously cannot take credit for this evolution but the eco- 
nomic opening that the agreement has reinforced has helped push developments in 
the right direction. 

2. A central Mexican goal, strongly shared by the United States, was to lock in 
the de la Madrid-Salinas reforms against the risk that future Mexican governments 
would undo them. Such policy renewals have occurred frequently in Mexican history 
and could resurface in the future in light of the increasing democratization of the 
Mexican political system. NAFTA obligations raise the cost of such a policy backlash 
and thus protect both US and Mexican trading interests. 

This key purpose of NAFTA was unfortunately put to a very early test with the 
peso crisis less than one year into the agreement. But NAFTA and the Mexican re- 
forms clearly held: unlike virtually all previous cases, such as the debt crisis of 
1982, the Mexican government responded with an appropriate package of macro- 
economic and further structural reforms rather than by rolling back its past liberal- 
ization. Open access to the US market, reinforced by NAFTA, helped prevent an 
even more drastic recession and thus still greater pressure to reverse the reform 
program. 

At the same time, Mexico should be faulted for paying too little attention to the 
macroeconomic and monetary implications of its trade liberalization. To be sure, 
NAFTA-related liberalization was only a minor factor in bringing on the peso crisis, 
and the United States responded properly by helping finance a constructive Mexican 
policy response, but preemptive action would have been far better and should have 
resulted from ongoing consultations between the US Treasury and its Mexican coun- 
terparts. 

The results have been notable, although more progress needs to be made in re- 
storing the real income levels of the poorer segments of Mexican society. Mexico al- 
ready achieved 5 percent growth already in 1996, in stark contrast to the five-year 
recession that followed its 1982 crisis. Since mid-1996, the Mexican recovery has 
been led by a revival of domestic demand, primarily in the labor intensive construc- 
tion sector. United States exports to Mexico exceeded their 1994 level by 11.8 per- 
cent in 1996. This stands in stark contrast to the 50 percent cut in US exports from 
their 1981 level in the aftermath of the Mexican debt crisis of 1982-3 when our 
sales did not recover to their pre-crisis levels until 1988. NAFTA thus passed its 
first major test with flying colors. 

3. Another central purpose of NAFTA was to provide both Mexico and the United 
States with insurance that their market access would not be curtailed in the partner 
country. As noted, the United States has already cashed in on that policy. Mexico 
did raise its duties against some other countries in response to the peso crisis but 
could not do so against the United States because of NAFTA: the United States in 
fact increased its share of the Mexican import market from 69 percent to 76 percent 
as a result of the agreement. 

4. A related Mexican goal was to convince multilateral firms via NAFTA that its 
liberalized regime would be sustained and that Mexico would thus be an attractive 
site for foreign direct investment (FDI). This objective too has been realized: flows 
of FDI into Mexico from all countries rose from an annual average of $3 billion in 
1988-90 and $4.5 billion in 1991-93 to $9.4 billion during 1994-96 (despite the peso 
crisis). This relatively stable source of foreign funding for Mexico of course also 
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serves US interests by promoting economic growth and creating a more sizabie mar- 
ket for US products. 

5. NAFTA must aiso be seen in the broader context of overaii US trade poiicy. 
The startup of NAFTA n^otiations in 1991 gave renewed impetus to the Uruguay 
Round in the GATT, which had staiied in 1990 because of US-Europe differences 
over agricuiture, by reminding the Europeans that the United States couid pursue 
aiternative trade strategies. Congressionai passage of NAFTA in November 1993 en- 
abied President Ciinton, oniy two days iater, to iaunch a new era in Asia-Pacific eco- 
nomic cooperation via the APEC summit in Seattie; the two events together piayed 
a criticai role in completing the "trade triple play" of 1993 by bringing the Uruguay 
Round to a successful conclusion in the following month. Moreover, both Presidents 
Bush and Clinton used NAFTA to launch their Enterprise for the Americas Initia- 
tive/Free Trade Area of the Americas that promises to broaden trade liberalization 
to the entire hemisphere. 

6. NAFTA also represents an initial test of the US strategy of asymmetrical trade 
liberalization with important developing countries. Since the United States has al- 
ready eliminated most of its own barriers, the only way it can achieve truly fair 
trade and a level playing field with the large, rapidly growing nations of Asia and 
Latin America that still have high barriers is by negotiating free trade pacts. The 
key question is whether the other countries will agree to such arrangements and 
NAFTA represented a first step down this path. 

Flere too, NAFTA has worked well. Mexico will eliminate tariffs that averaged 
about 10 percent on US goods compared with US tariffs that averaged about 2 per- 
cent on Mexican products. The NAFTA ratio is thus about 5 to 1 in our favor and, 
at least to date, full implementation (7 percentage points of Mexican tariff cuts, 1.4 
percentage points for the United States) is proceeding on schedule. Even more im- 
portant, NAFTA has provided a model for the proposed Western Flemisphere and 
APEC free trade arrangements where the ratios are even higher and where free 
trade is thus so clearly in the US interest. 

7. Finally, the United States sought to increase its imports from Mexico as a re- 
sult of NAFTA. In particular, we wanted to shift imports from other countries to 
Mexico— since our imports from Mexico include more US content and because Mex- 
ico spends much more of its export earnings on imports from the United States than 
do, say, the East Asian countries. That shift is occurring and helps, not hurts, the 
American economy. 

During its first SVi years of existence, NAFTA has thus already fulfilled its most 
fundamental strategic goals to a considerable extent. On these criteria, it must be 
viewed as a major success for the United States (and for Mexico and Canada). We 
now turn to a more detailed examination of the trade and investment flows that 
have occurred, framed in terms of an appraisal of the official evaluation offered to 
the Committee today by Ambassador Barshevsky and Secretary Daley. 

Evaluating the Administration's Evaluation 

NAFTA assessments often confuse what has happened since NAFTA entered into 
force with what has happened because of the implementation of NAFTA-mandated 
reforms. Doing so attributes to the trade pact many developments that essentially 
are unrelated to the pact and would have occurred anyway. To its credit, the Admin- 
istration report on NAFTA tries to parse out the effects of the Mexican peso depre- 
ciation from the effects of the NAFTA trade reforms to estimate what difference the 
NAFTA has made for the North American economies. 

Overall, the Administration reports that NAFTA has had a very modest impact 
on the US economy. This conclusion is markedly different from its rhetoric during 
the NAFTA implementation debate in 1993 but unremarkably similar to most eco- 
nomic projections that forecast modest trade gains and insignificant employment ef- 
fects. The following subsections review the key findings on trade and employment 
effects, as well as the operation of the side pacts. We also include an evaluation of 
the dispute settlement provisions of the NAFTA, which the Administration report 
ignored despite their surprisingly strong track record. 

Trade 

The report accurately records the impressive growth in US bilateral trade with 
Mexico and Canada since NAFTA entered into force. Total trade with our NAFTA 
partners increased by 43.3 percent since 1993 (the year before NAFTA took effect), 
significantly faster than US trade with the rest of the world (32.4 percent) over the 
period 1993-1996. US exports to Mexico and Canada increased by 37 percent and 
33 percent, and US imports from our NAFTA partners grew by 83 percent and 41 
percent, respectively. This growth continues a trend that preceded the NAFTA trade 
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reforms. During the three-year period prior to NAFTA, US trade with Mexico and 
Canada aiso grew much faster than our trade with other countries (25.5 percent ver- 
sus 14.9 percent). 2 

What this means is that the economic integration of the North American econo- 
mies had been advancing iong before the NAFTA, spurred by the new trade and in- 
vestment opportunities created by the domestic economic reforms in Mexico since 
the mid-1980s and the infiation and budget-cutting initiatives in the United States 
and Canada. The NAFTA reinforced this trend, but regionai trade and investment 
wouid have continued to expand even if NAFTA had never been broached. 

Flow much of this trade growth is due to trade liberalization mandated by NAFTA 
obligations? The report acknowledges the difficulty of isolating the NAFTA effect, 
particularly in light of the 1995 peso crisis and sharp Mexican recession, the concur- 
rent implementation of tariff cuts negotiated in the Uruguay Round, and the robust 
growth of the US economy over the past few years. It states that the effects of the 
peso depreciation and the relatively faster growth of the US economy were much 
more important than NAFTA trade reforms in explaining the increase in post- 
NAFTA trade, and references other studies that suggest that NAFTA reforms by 
themselves actually increased US net exports to Mexico since 1994.^ Those results 
are then used to calculate net US job gains generated by NAFTA-related reforms 
(see below). 

What the report also could have noted is that, even before the NAFTA entered 
into force, the overvalued peso further complicated the analysis by dampening Mexi- 
can export growth to the United States and promoting larger US exports to Mexico 
than otherwise would have occurred. Flence, the shift in the US bilateral trade bal- 
ance with Mexico since NAFTA took effect would have been substantially smaller, 
absent the peso misalignment that emerged well before the peso crisis of December 
1994.4 


I NVESTMENT 

The report provides a straightforward and accurate assessment of the impact of 
NAFTA on r^ional investment and the minimal effect US foreign direct investment 
(FDI) in Mexico has had on the US economy. It demonstrates persuasively that the 
alarmist fears of Ross Perot and others have not materialized, i.e. there has been 
no "giant sucking sound" of US plants and jobs heading south of the border. 

To be sure, NAFTA has made it easier to invest in Mexico by cutting red-tape 
and removing key ownership restrictions, particularly in the financial services sec- 
tor. In fact, Mexico accelerated the implementation of its NAFTA obligations to lib- 
eralize investment in the banking sector as part of its response to the peso crisis. 
Flowever, these reforms will only attract foreign investors if those companies believe 
that the climate for economic growth is favorable, i.e. that domestic economic policy 
is sound and commands political support. 

As noted earlier, Mexico's reforms have contributed to an increasingly strong in- 
flow of FDI in Mexico. Since NAFTA entered into force, the US share of new FDI 
in Mexico^ (new investment and reinvested earnings) has been slightly more than 
50 percent (down from 60 percent historically): these funds represent about one-half 
of one percent of the total investment in plant and equipment in the United States 
in 1996. 


Employment 

The report provides a half-step back from the Administration's persistent and ex- 
aggerated claims that the NAFTA would be an engine of job creation. Nonetheless, 
the authors seem obliged to link NAFTA reforms to net gains in US employment 
and thus rely on commissioned studies from DRI (that calculated that US net ex- 
ports were $7 billion higher in 1996 than otherwise would have occurred due to 


2This earlier period (1990-1993) covered the initial implementation of the US-Canada Free 
Trade Agreement, which led to faster growth in US-Canada trade despite the sharp recession 
in Canada in the early 1990s. 

^Of course, if one focused primarily on the impact of the NAFTA tariff cuts, the more sizable 
cuts by Mexico would lead to a positive trade balance effect for the United States. 

40ur colleague J ohn Williamson raised concerns about the peso overvaluation in testimony 
before the Flouse Committee on Small Business on May 20, 1993. Flufbauer and Schott also su^ 
gested that Mexico would have to take steps to avoid the further real appreciation of the peso 
in their widely-dted study, NAFTA: An Assessment, published by the Institute for International 
Economics in 1993. 

^New FDI comprises new investment plus reinvested earnings of US companies in Mexico. 
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NAFTA) to estimate export-related US job gains of 90,000 or more. This is small 
potatoes in an economy that counts a labor force of 136 million people. 

Scant attention is given to job displacements due to import growth: the report cor- 
rectly states that "imports do not necessarily displace U.S. production" and that the 
workers certified under the NAFTA-TAA program "overstate the number of workers 
displaced because of trade with Canada and Mexico, and, in any event, do not pro- 
vide estimates of job losses due to NAFTA." This conclusion is a bit cavalier. Clear- 
ly, the program does not require a clear link to NAFTA reforms and reportedly has 
certified workers displaced for reasons other than increased trade and investment 
with our NAFTA partners. Equally obvious, however, is that not all workers eligible 
for the program have taken advantage of it, so the number of certifications likely 
understates the number of affected workers. 

Flowever, any way one slants the numbers, the problem of job displacement due 
to NAFTA is very small relative to the total number of jobs displaced each year in 
the US economy (about 1.5 million), which as noted above have been more than off- 
set by the substantial US job creation in recent years. Labor adjustment is an im- 
portant issue for US policy, but it is not primarily a NAFTA or trade-related prob- 
lem. 


Dispute Settlement 

Inexplicably, the Administration report makes virtually no mention of the results 
to date of the NAFTA dispute settlement provisions, particularly chapter 19 reviews 
of final antidumping and countervailing duty decisions.^ Through April 1997, 
NAFTA panels have been convened in 26 cases, of which the United States was the 
plaintiff in 13 and the defendant in 10 cases. In general, the disputes have been 
handled expeditiously and objectively. Panelists have not displayed national bias 
nor have they "rubber stamped" decisions by national agencies. 

The NAFTA system has worked well for the United States. Five of the eight cases 
that resulted in a panel finding (5 others were withdrawn during the panel process) 
led to the reappraisal of the Mexican or Canadian antidumping action against US 
firms by the national agency. 

Labor and Environment Side Agreements to NAFTA 

The Administration report provides a factual account of the activities that have 
been undertaken pursuant to the North American Agreement on Environmental Co- 
operation (NAAEC) and the North American Agreement on Labor Cooperation 
(NAALC). The side agreements have three specific objectives. First, the pacts mon- 
itor implementation of national laws and regulations in each country pertaining to 
labor and the environment, performing a watch-dog role to alert countries about 
abuses of labor and environmental practices within each country. Second, the pacts 
provide resources for joint initiatives to promote stronger labor and environmental 
practices. Third, the pacts establish a forum for consultations and dispute resolution 
in cases where domestic enforcement is inadequate. 

Despite a slow and cumbersome start, the pacts have recently begun to show some 
results. Both side agreements have focused their efforts primarily on oversight of 
national laws and practices, sponsoring comparative studies, training seminars, and 
regional initiatives to promote cooperative labor and environmental policies. These 
efforts seem small in relation to the magnitude of the labor and environmental prob- 
lems confronting the three countries, but they have directed additional attention 
and resources to these problems that would have been lacking in the absence of the 
side pacts. 

To be sure, the dispute settlement provisions were the driving force behind the 
US initiative to secure the agreements, which sought additional trade provisions to 
address perceived labor and environmental problems in Mexico. In this area, the 
record to date has been mixed. 

Disputes concerning unfair labor practices (primarily denial of right of associa- 
tion) have benefited from the glare of publicity afforded by the pacts. Eight cases 
have been filed with the NAALC secretariat— seven by the United States and one 
by Mexico. Two of the eight resulted in changes in the contested labor practices, two 
are the subject of ministerial consultations, three were terminated, and one recent 
case is under review. Trade sanctions have not been a factor in any of the cases. 


^The general dispute settlement provisions of NAFTA chapter 20 and the innovative proce- 
dures of the chapter II regarding investment disputes have been used much more sparingly than 
chapter 19. 
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In the environmental area, none of the eleven cases filed as of September 1997 
has prompted changes in national practices (although some of the charges were de- 
termined to be unfounded). Five cases were terminated for various reasons, five are 
under review by the NAAEC secretariat, and one case has advanced to the stage 
of compiling a factual record of the dispute (which presages the convening of a dis- 
pute panel). The process is deliberately convoluted. Mexico and Canada staunchly 
resisted the incorporation of dispute provisions in the side pacts and only accepted 
a compromise process that was long on consultation and short on adjudication. In- 
terestingly, more cases have been filed regarding US and Canadian practices than 
Mexican practices. 

In sum, have these pacts been worth the effort? The answer is clearly "yes": co- 
operation among the three countries on labor and environmental matters is greater 
than would have been likely in the absence of thejoint initiatives and dispute pan- 
els established by the pact. 

Could the United States have negotiated more detailed obligations regarding labor 
and environmental practices and enforcement procedures? and should we try to do 
more in these areas in future trade negotiations? These questions lie at the heart 
of the current debate over fast track authority, and they deserve a direct answer. 

Labor and environmental issues should be an integral part of our bilateral rela- 
tions, and should be pursued in a variety of fora. WTO agreements already cover 
several important problems in these areas but WTO members explicitly rejected the 
further negotiation of labor issues at the Singapore Ministerial meeting of December 
1996. Fewti ate formal WTO consultations on labor standards, preferring instead to 
handle those matters in the International Labor Organization. In August 1997, our 
Latin American neighbors reiterated their opposition to the inclusion of labor issues 
in trade pacts, including the prospective F ree Trade Area of the Americas. The rea- 
son for the almost universal reluctance to address labor issues in trade talks is 
straightforward: other countries recognize that the main reason US labor and envi- 
ronmental groups want international obligations in their areas blended into trade 
pacts is to take advantage of the trade sanctions available under the WTO's dispute 
settlement process, and they thus regard the US policy as a transparent threat of 
new US protectionism. 

As a practical matter, the United States has little leverage to convince our trading 
partners to incorporate enforceable obligations on labor and environmental issues in 
new trade pacts. We basically want other countries to accept US norms or stand- 
ards, so are not suggesting changes in US policies that would benefit our trading 
partners (unless we abstained from using trade measures to coerce foreign compli- 
ance with what we regard as appropriate policies and practices). But, as we noted 
earlier, our market is already generally open to their products, so the only threat 
we can make is to reduce that access— that is, impose new protectionist measures. 

Whether they realize it or not, when US policymakers insist that new trade pacts 
include enforceable obligations on labor and environmental issues, they are effec- 
tively advocating either the introduction of new US protectionism or the withdrawal 
from new trade negotiations. For the myriad reasons cited at the start of this state- 
ment, that would be a bad result for the United States. 

Concluding Remarks 

The NAFTA today is still a work in progress, but it has already produced tangible 
gains for the United States. Most importantly, it has helped support the crucial eco- 
nomic and political reforms in Mexico that have strengthened democracy and stabil- 
ity in our southern neighbor. The United States benefits when our neighbors pros- 
per and deepen their democratic institutions. Second, the NAFTA has lowered bar- 
riers to an important and growing market of 90 million people, creating new trade 
opportunities for US exporting firms that on average pay wages about 15 percent 
higher than paid by non-exporting US manufacturing firms. In that regard, NAFTA 
clearly contributes to the improvement of our long-term problem of stagnant per 
capita incomes and wage levels. To be sure, US imports from Mexico have increased 
sharply, but this growth derived far more from the strong performance of the US 
economy and the peso depreciation than from the minimal US trade reforms re- 
quired by NAFTA. 

In sum, NAFTA has been a good deal for the United States, promoting crucial 
US economic and geopolitical objectives. We should build on that success and re- 
assert our leadership role in the world trading system by launching new trade nego- 
tiations both regionally and multilaterally. To do so requires new fast track author- 
ity, and we urge the Congress and the Administration to work closely together to 
provide new negotiating authority as soon as possible. 
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Chairman Crane. Thank you, Mr. Schott. 

Ms. Wilson, I am a former history professor, and one of the 
things I've always reflected on is that you have retained a historic 
position that your party embraced and ours didn't, and that was 
the advancement of free trade. And when the McKinley tariff was 
passed, it brought on the panic of 1993, and, unfortunately. Presi- 
dent Cleveland took the rap for that, but it was directly related to 
that McKinley tariff. And so Cleveland immediately worked to re- 
duce it and restore a sound economy, but he said at that time. 
When you put those walls around your country, you inflict the 
greatest injury on that man who earns his daily bread with the 
sweat of his brow. And that is profoundly correct, and the Smoots 
and the Hawleys on our side of the aisle not only guaranteed we 
went into a depression in the thirties, but that it went worldwide. 
And so we admire your contribution to working together with Re- 
publicans because these are not Republican and not Democrat 
issues; they're American issues. 

And one of the problems, though, is there have been some polls 
that indicate the overwhelming majority— well, not overwhelming, 
but a majority— of the American people are not enthused about ad- 
vancing free trade, and it's in part because of ignorance. I am pro- 
posing to you, because I know you're doing your share, to get the 
administration and the business community together to try and 
educate and advance these ideas. 

Have you been aware of any concerted cooperation in that regard 
to educating the public on the importance of it? 

Ms. Wilson. Well, first, Mr. Chairman, if you are implying that 
it took a while for Republicans historically to catch onto the bene- 
fits of 

Chairman Crane. Until World War 1 1 . 

Ms. Wilson [continuing]. Free trade, I would associate myself 
with that thought. One could say they were latecomers on that 

Chairman Crane. Yes. 

Ms. Wilson [continuing]. And that the Democratic Party's histor- 
ical position, including every Democratic President since FDR and, 
as you said, even before, has been that increased trade and opening 
markets were in the benefit of ordinary working Americans, which 
is exactly our own position. 

I have been working in the area of educating Americans about 
issues like trade and similar international issues for quite a while, 
and I think in a way we're making progress. I was very encouraged 
yesterday by the Wall Street ] ournal article about how more and 
more manufacturing workers are coming to realize where their 
products are going; that they're going overseas. 

With regard to polling, there's obviously a lot of polling being 
done at the moment on American attitudes toward trade. Mark Pen 
did a poll for the Democratic Leadership Council this summer in 
which we oversampled Democrats. It was a wide-ranging poll on a 
number of issues, but one of the things we're very encouraged 
about was that when you asked Americans if they were in favor of 
free trade, 62 percent just said yes. If you asked them if they were 
in favor of fair trade, 82 percent of them said yes. Now they did 
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express some concerns, which is why we think it was a fair and 
baianced poii, about whether the benefits of trade were going as 
much to them as they were to iarge companies, and there's deariy 
work that we aii have to do in that area. But i think it's interest- 
ing that, since they had those concerns, they stiii supported trade 
expansion. The way we summarize it is that we think Americans 
are very much supportive in theory of continuing of our free trade 
poiicies; in practice, they, iike many Members of Congress, have a 
lot of specific issues to raise about how it works. 

Chairman Crane. Weii, thank you very much, Ms. Wiison. i iook 
forward to working with you on a continuing basis. 

i'd iike to ask a quick question of Mr. King, and that is. How do 
you respond to aiiegations that NAFTA protects the interest of 
muitinationai corporations, to the exciusion of everyone eise, and 
what's been the impact of the agreement on job creation in your in- 
dustry and on smaii business suppiiers? 

Mr. George King. Weii, iet me first address the issue of the job 
creation in our industry. When we first started addressing this 
issue back in 1992-93, when we were discussing NAFTA— or at the 
beginning— we came up with the conciusion that NAFTA for the 
Eastman Kodak Co., and i can taik very specificaiiy about that, 
was going to create somewhere in the neighborhood of around a 
thousand jobs. And the reason we came to that conciusion was be- 
cause, if we couid get the duty reductions going from Mexico into 
the United States— and by that time the fiim, for instance, coior 
fiim, has paid an import duty of about 15 percent; today it pays 
zero— and if we couid have that kind of a reduction, we wouid then 
be abie to take some very high-vaiue manufacturing processes that 
were taking piace in Mexico and transfer them back into Rochester, 
New York. 

The reason we wanted to do that is because in the eariy sixties 
and the seventies many muitinationai companies put manufactur- 
ing operations in Mexico, not oniy to serve and have access to the 
Mexican marketpiace, but aiso to have access to the Latin Amer- 
ican marketpiace. That was to take advantage of the LAFTA, Latin 
America Free Trade Association, which was begun in the sixties 
and created a free trade agreement with 10 other Latin American 
countries. However, to do that, because of the iow voiumes that the 
Latin American area has, we did not necessariiy have the most effi- 
cient manufacturing processes. We did have a cost for getting that 
market access in those days. 

So with LAFTA, we were able to take a less-than-satisfactory 
manufacturing process, send it back to Rochester, and what that 
meant was that we were able to reexport those things that were 
being manufactured in Rochester back to Mexico, but also back to 
all the Latin American countries. And we sometimes forget the im- 
pact that Mexico has on trade, not only with Mexico, but also from 
trade with other Latin American countries, and this was particu- 
larly the case in Kodak. I think that was very beneficial for the 
United States in that sense. 

Chairman Crane. Well, panelists, I had questions in mind that 
I'm going to discuss later with Mr. Katz and Mr. Schott, because 
that was second bells, and we're starting our Mickey Mouse routine 
over on the floor with a motion to adjourn. So, I'm going to have 
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to recess at this point, subject to caii of the Chair. We wiii resume 
the hearing, but i won't make you foiks just sit around and wait 
indefiniteiy, and i'ii contact, as a foiiowup, Mr. Schott and Mr. 
Katz, as i'm sure Mr. Neai and Mr. Engiish wouid i ike to do, too. 

Mr. Neal. Mr. Chairman. 

Chairman Crane. Yes. 

Mr. Neal. Wouid you yieid for 1 minute? 

Chairman Crane. Certainiy. 

Mr. Neal, i recaii when your side was in the minority you per- 
fected those tactics. [Laughter.] 

Chairman Crane, i don't recaii those motions to adjourn or i 
wouid have voted for them. [Laughter.] 

And so, with that, the Subcommittee stands in recess subject to 
caii of the Chair. Thank you aii. 

[Recess.] 

Chairman Crane. The Subcommittee wiii reconvene, and if ev- 
eryone wiii pi ease be seated, we wouid now i ike to weicome before 
the Subcommittee our next panei of witnesses, and we'ii begin with 
] ohn Sweeney, president of the AFL-CiO; Larry Liebenow, presi- 
dent and chief executive officer of Quaker Fabric Corp.; Mark Van 
Putten, president and chief executive officer of the Nationai Wiid- 
iife Federation; and Mustafa Mohatarem, chief economist for Gen- 
erai Motors Corp. 

And i wouid iike, panei ists, if you wouid yieid to Mr. Sweeney 
to go first, and then we wiii question him and iet him be excused, 
because i think he's got a confiict and has to make a press con- 
ference. And so we'ii proceed first with you, Mr. Sweeney, and then 
you can be excused. 

STATEMENT OF JOHN J. SWEENEY, PRESIDENT, AMERICAN 

FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL 

ORGANIZATIONS; ACCOMPANIED BY THEA LEE, ASSISTANT 

DIRECTOR OF PUBLIC POLICY, AMERICAN FEDERATION OF 

LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATION 

(AFL-CIO) 

Mr. ] OHN Sweeney. Thank you very much, Mr. Chairman, i ap- 
preciate that. 

Members of the Subcommittee, the AFL-CiO appreciates this op- 
portunity to present its views on the impact of the North American 
Free Trade Agreement, i'd iike to take this opportunity to offer 
both our assessment of NAFTA's impact on America's working fam- 
iiies and to discuss the iessons that can be iearned from our experi- 
ence with NAFTA, as this Congress and the Nation consider the 
wisdom of granting the President additionai fast track negotiating 
authority. 

Let me say, first of aii, the iabor movement considers the fast 
track iegisiation to be of crudai significance to working peopie both 
here and abroad. We sincereiy beiieve this is a historic moment 
when the current generation of ieaders in this country have the op- 
portunity and the responsibiiity to reshape America's roie in the 
giobai economy, iaying the groundwork for giobai trade and invest- 
ment to fiow weii into the 21st century. 

Trade agreements we put in pi ace now wiii determine the reia- 
tionship between giobai iabor and capitai, and the fortunes of work- 
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ing people, who are the backbone of our democracy and our econ- 
omy, for years, if not decades to come. We must ensure that the 
benefits of global growth are broadly shared by working people, 
family farmers, small businesses, and consumers. The alternative 
is to continue with business as usual and to replicate failed trade 
policies of the past that protect intellectual property rights, but do 
nothing to protect ordinary citizens. To write more rules into agree- 
ments to advance corporate interests at the expense of everyone 
else is simply unacceptable. 

We are prepared to mount a vigorous, nationwide, grassroots 
campaign to oppose any fast track legislation that does not guaran- 
tee enforceable environmental standards and workers and human 
rights in the core of any new trade agreements. It is important to 
note that the proposal put forth by Chairman Archer to include 
labor and environmental provisions as negotiating objectives in fast 
track authority only if they are directly related to trade is com- 
pletely unacc^table. This proposal, incredibly, would be a big 
backward step from the language included in the inadequate 1988 
and 1991 fast track legislation, which listed workers' rights among 
the negotiating objectives, but did not limit their scope. 

Earlier versions of fast track legislation must be strengthened, 
not weakened. We ask the business community to stand with us 
and support these provisions to ensure that workers and the envi- 
ronment also benefit as the global economy gathers steam. 

International rules establishing minimum standards protecting 
workers and the environment will prevent the good corporate citi- 
zens in the global economy from being undermined by those with 
few scruples and no shame. The question, of course, is not whether 
we will be integrated into the global economy, but how. We, as a 
nation, stand at a historic crossroads. The business community 
may in the short run be able to outspend and outshout critics of 
the current model of globalization, but that victory would be short 
lived and would come at a high price. A much better option would 
be for all of us to work together to write the trade rules of the fu- 
ture and recognize that trade policies of the past have placed a dis- 
proportionate burden on working men and women, have taken a 
heavy toll on the environment, and have had unintended side ef- 
fects in the areas of food safety, highway safety, and the transport 
of illegal drugs. 

Until we recognize the problems we have had with past trade 
policies, we will repeat our mistakes and deepen our difficulties. 
The administration's j uly report to the Congress was incomplete 
and misleading. We need a thorough understanding and analysis 
of the problems with NAFTA, and we need to take steps to fix 
those problems before we rush to extend NAFTA to Chile, South 
America, the Caribbean Basin, Asia, Africa, or anywhere else. 

NAFTA fulfilled virtually none of the promises made on its be- 
half. It was to lead to a United States trade surplus with Mexico, 
thereby creating hundreds of thousands of United States jobs. The 
reverse occurred. It was to make Mexico rich, and a rich Mexico 
was to easily solve all its promises with regard to environment, 
drugs, democracy, and labor rights. Instead, Mexico suffered one of 
the worst economic crises in its history, and all of the above prob- 
lems have worsened, not improved. 
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Even as recovery begins, it is clear that only the export sector 
is growing, leaving most Mexicans economically vulnerable and in 
deep debt. The NAFTA institutions designed to help those directly 
harmed by the agreement and to smooth transition have been a 
major disappointment. NAFTA also affected the balance of power 
between employers and workers, as well as the leverage of working 
people to bargain for decent pay and working conditions, and to 
form unions when they judge that is in their best interest. 

j eansmaker. Guess, Inc, provides a startling example of global 
competitive pressures at work. Up until 3 years ago. Guess pro- 
duct 97 percent of its clothing in Los Angeles, employing several 
thousand workers. Now only 35 percent of Guess' production re- 
mains in Los Angeles; the rest has moved to Mexico, Peru, Chile, 
and some Asian locations. 

Maurice Marciano, the chief executive of Guess, told the Wall 
Street j ournal that the production shifts were designed to help 
companies stay competitive and lower costs. Fie admitted, however, 
that the Labor Department's aggressive enforcement of overtime 
and minimum wage laws and the workers' attempts to organize a 
labor union were a factor as well. Mr. Marciano's message is clear: 
If the U.S. Government takes steps to enforce U.S. labor laws that 
protect working people from exploitation, he and his company will 
flee, leaving thousands of workers jobless, countless others afraid 
to ask too much from their employers, and government agencies 
wondering whether or not to enforce our laws aggressively. 

The current set of trade rules creates a perverse incentive that 
rewards chief executive officers like Mr. Marciano for moving pro- 
duction overseas while punishing those who stay behind. This situ- 
ation must be corrected, so U.S. producers are not encouraged to 
take advantage of workers in other countries who lack basic human 
rights. Neither should the products of child labor or forced labor 
enter our market under preferential terms. 

These rules inevitably drive U.S. living standards down; yet, the 
old rules are not inevitable for Americans to participate and pros- 
per in the global economy. Let's slow this process down and get the 
rules right this time. We need to learn a solid lesson from our expe- 
riences under NAFTA, take steps to fix those problems, and then 
talk about whether it should be expanded to other countries. It is 
better to have no deal than a bad deal that locks us into a flawed 
set of policies for decades to come. 

The AFL-CIO is open to expanding the trade through mounted 
bilateral and multilateral agreements, so long as those agreements 
reflect the legitimate concerns of workers and communities, and 
not just of business. Past trade agreements have taken care of em- 
ployers' rights; future trade agreements should protect the people 
who do the work and the environment that we all share. 

Mr. Chairman, we stand ready to work with you and Members 
of the Subcommittee to structure legislation that will bring shared 
prosperity to all the workers of our hemisphere and beyond. And 
I 'm sorry that I went beyond my time. 

[The prepared statement follows:] 
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statement of J ohn J . Sweeney, President, American Federation of Labor 
and Congress of Industrial Organizations (AFL-CIO) 

Mr. Chairman, members of the Subcommittee, the AFL-CIO appreciates this op- 
portunity to present its views on the impact of the North American Free Trade 
Agreement (NAFTA). I wouid iike to take this opportunity to offer both our assess- 
ment of NAFTA's impact on America's working famiiies, and to discuss the iessons 
that can be iearned from our experience with NAFTA as this Congress and the na- 
tion consider the wisdom of granting the President additionai fast-track negotiating 
authority. 

Let me say, first of aii, the iabor movement considers the fast-track iegisiation 
to be of crudai significance to working peopie here and abroad. We sincerely believe 
that this is an historic moment when the United States must exhibit leadership in 
the global economy, laying the groundwork for bringing the rules governing global 
trade and investment flows into the 21st century. 

We can and we must rewrite those rules, so that the benefits of global growth 
are broadly shared— by working people, family farmers, small businesses, and con- 
sumers. The alternative— to continue with business as usual, to replicate the failed 
trade policies of the past, to write more rules to protect corporate interests at the 
expense of everyone else— is simply unacceptable. 

Trade agreements we put in place now will shape the relationship between global 
labor and capital, and the fortunes of working people, who are the backbone of our 
democracy and our economy, for years— if not decades— to come. Will our citizens 
live in a world with basic environmental health and safety protections? Will their 
human rights as contributing members of society be respected? Will our trade agree- 
ments protect the living standards of working families? Or will they leave them to 
chance— and to the downward pressures of an unregulated global marketplace? 

Let me be clear: I believe that the economic status of the next generation of 
average-wage Americans will be determined to a large extent by how our govern- 
ment handles trade questions in the coming months. 

We are prepared to mount a vigorous grassroots campaign to oppose any fast- 
track legislation that does not require enforceable labor and environmental stand- 
ards right in the core of any new trade agreements. The core internationally recog- 
nized labor standards that must be protected under new trade agreements include 
those already defined under section 502(a)(4) of the Trade Act of 1974, as amended: 
freedom of association: right to organize and bargain collectively: a minimum age 
for the employment of children: prohibition on forced labor: and acceptable condi- 
tions with respect to minimum wages, hours of work, and occupational safety and 
health. 

The proposal put forth by Chairman Archer to include labor and environmental 
provisions as negotiating objectives in fast-track authority only if they are "directly 
related to trade" is completely unacceptable. This proposal, incredibly, would be a 
big backwards step from the language included in the inadequate 1988 and 1991 
fast-track legislation, which listed "worker rights" among the negotiating objectives, 
but did not limit their scope. 

Earlier versions of fast-track legislation must be strengthened, not weakened. The 
preferential treatment allowed by fast track— a no-amendment vote and a stream- 
lined timetable— should apply only to agreements that contain enforceable provi- 
sions on labor and the environment. This would be equivalent to moving back the 
closed rule until after the President has certified that the labor and environmental 
provisions are adequate. We have learned from the experiences of the past twenty 
years that simply listing worker rights along with other negotiating objectives is not 
sufficient. 

Chairman Archer made it clear in his recent press conference that he sees his pro- 
posed language as an opportunity to negotiate away "other countries' arbitrary labor 
standards or environmental regulations" if they inhibit market access. Our aim, in 
contrast, is to use the leverage of trade agreements to strengthen and enforce inter- 
nationally recognized labor and environmental standards, not negotiate them away. 

We ask the business community to stand with us and support these provisions, 
to ensure that workers and the environment also benefit as the global economy 
gathers steam. We believe that principled and conscientious businesses will benefit 
from international rules establishing minimum standards on labor and the environ- 
ment. Such rules will prevent the good corporate citizens in the global economy from 
being undermined by those with few scruples and no shame. 

And the truth is that new international protections for labor and the environment 
may be the price of continuing to play in the global economy. It is increasingly evi- 
dent that our domestic consensus on trade liberalization has broken down. 
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We, as a nation, stand at an historic crossroads. The business community may, 
in the short run, be abie to outspend and outshout critics of the current modei of 
giobaiization. But that victory wouid be short-iived and wouid come at a high price. 
A much better option wouid be for aii of us to work together to write the trade ruies 
of the future and recognize that the trade poiicies of the past have piaced a dis- 
proportionate burden on working men and women, have taken a heavy toii on the 
environment, and have had unintended side effects in the areas of food safety, high- 
way safety, and the transport of iiiegai drugs. 

Untii we recognize the probiems we have had with past trade poiicies, we wiii re- 
peat our mistakes and deepen our difficuities. 

The Administration's J uiy report to the Congress, "Study on the Operation and 
Effects of the North American Free Trade Agreement," was incompiete and misiead- 
ing. Rather than providing a baianced assessment of NAFTA's positive and negative 
impacts, the report focused exciusively on positive economic deveiopments since 
1993, ignoring or assuming away any of the concrete probiems faced by American, 
Mexican, and Canadian workers, smaii businesses, famiiy farmers, and aii those ad- 
versely affected by environmental degradation, problems with food safety, unsafe 
trucks, and illegal drugs since the implementation of NAFTA in 1994. 

The entire Administration report is premised on a single, sweeping, and 
counterfactual assumption: that the devastating economic crisis experienced by Mex- 
ico in 1994 and 1995 never happened. All of the report's "findings" rest on this 
premise: The United States would have added a small number of net new jobs if 
the peso crisis had not occurred. American exports to Mexico would have increased 
by an additional x percent if the peso crisis had not occurred. 

The report states, for example, "FI ad the peso devaluation and resulting dramatic 
drop in Mexican economic output and domestic consumption not caused the Mexican 
automotive market to collapse in 1995, it is likely that U.S. exports to Mexico in 
that year alone would have reached 87,000 units and might have reached well over 
100,000 units. . . . "("Study on the Operation and Effects of the North American 
Free Trade Agreement," p. 48). I don't know about you, but our members can't take 
that hypothetical assertion to the bank and deposit it. 

I, too, wish we lived in a world in which the Mexican economic crisis had not oc- 
curred, but we don't. In fact, it is impossible to separate the impact of NAFTA from 
that of the peso crisis. NAFTA was presented as part of a package deal that was 
designed to reward President Carlos Salinas's economic reforms— privatization, de- 
regulation, and wage repression, in addition to trade liberalization. That set of re- 
forms— including NAFTA— did culminate in the peso crisis. NAFTA made the crisis 
worse by encouraging speculative capital inflows. The politics of passing NAFTA in 
the United States and of electing Salinas's successor also delayed a necessary de- 
valuation, further exacerbating the crisis. 

We need a thorough understanding and analysis of the problems with NAFTA, 
and we need to take steps to fix those problems before we rush to extend NAFTA 
to Chile, South America, the Caribbean Basin, Asia, Africa, or anywhere else. The 
NAFTA model has failed in every respect. 

NAFTA fulfilled virtually none of the promises made on its behalf. It was to lead 
to a U.S. trade surplus with Mexico, thereby creating hundreds of thousands of U.S. 
jobs. The reverse occurred. It was to make Mexico rich, and a rich Mexico was to 
easily solve all its problems with regard to environment, drugs, democracy, and 
labor rights. Instead, Mexico suffered one of the worst economic crises in its history, 
and all of the above problems have worsened, not improved. Even as recovery be- 
gins, it is clear that only the export sector is growing, leaving most Mexicans eco- 
nomically vulnerable and in deep debt. 

The NAFTA institutions designed to help those directly harmed by the agreement 
and to smooth transitions have been a major disappointment. 

NAFTA also affected the balance of power between employers and workers, as 
well as the leverage of working people to bargain for decent pay and working condi- 
tions and to form unions when they judge that it is in their interest. This shift in 
the balance of bargaining power affects the millions of workers who have kept their 
jobs as well as the hundreds of thousands who have been directly displaced by 
NAFTA. 

J eans maker Guess Inc. provides a startling example of global competitive pres- 
sures at work. Up until three years ago. Guess produced 97% of its clothing in Los 
Angeles, employing several thousand workers. Now, only 35% of Guess's production 
remains in Los Angeles; the rest has moved to Mexico, Peru, Chile, and some Asian 
locations. 

Maurice Marciano, the chairman and chief executive of Guess, told the Wall 
Street J ournal (j anuary 14, 1997) that the production shifts were designed to help 
the company "stay competitive" and "lower costs." Fie admitted, however, that the 
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workers' attempts to organize a labor union, as well as the Labor Department's ag- 
gressive enforcement of overtime and minimum wage laws were "a factor as well." 
Marciano also claimed that Guess competitors are moving business to Mexico. 

Mr. Marciano's message is clear. If the U.S. government takes steps to enforce 
U.S. labor laws, and if American workers exercise their legal right to form a union, 
he and his company will flee, leaving thousands of workers jobless, countless others 
afraid to ask too much from their employers, and government agencies wondering 
whether or not to enforce our laws aggressively. 

The current set of trade rules creates a perverse incentive that rewards CEOs like 
Mr. Marciano for moving production overseas, while punishing those who stay be- 
hind. This situation must be corrected, so U.S. producers are not encouraged to take 
advantage of workers in other countries who lack the basic human rights to form 
unions and bargain collectively that we fought for in this country and that all work- 
ers deserve. Nether should the products of child labor or forced fabor enter our mar- 
ket under preferential terms. 

Let's slow this process down, and get the rules right this time. We need to learn 
a solid lesson from our experiences under NAFTA, take steps to fix those problems, 
and then talk about whether it should be expanded to other countries. It is better 
to have no deal than a bad deal that locks us into a flawed set of policies for decades 
to come. 

TheAFL-CIO isopen to expanding trade through bilateral or multilateral agree- 
ments, so long as those agreements reflect the legitimate concerns of workers and 
communities, and not just those of business. Past trade agreements have taken care 
of employers' rights. Future trade agreements should protect the people who do the 
work and the environment we all share. Mr. Chairman, we stand ready to work 
with you and members of the Subcommittee to structure legislation that will bring 
shared prosperity to all the workers of our hemisphere and beyond. 


Chairman Crane. That's quite aii right, Mr. Sweeney. We don't 
want to deiay you in departing. 

But iet me just quickiy ask you, on the question of the environ- 
mentai sidebar agreements with Mexico, when they came into 
NAFTA, why have a majority of the dispute settiement cases since 
that agreement on the environmentai side agreement been fiied 
against the United States and Canada instead of Mexico? 

Mr. j OHN Sweeney, i thought that that was the process in terms 
of the enforcement of the agreement. 

Chairman Crane. Weii, i mean the agreement was, and in the- 
ory the rationaie behind it was, that the vioiations were going to 
be south of the border, and we wanted the environmentai deanup 
there. But why have, as i say, the majority of these cases been fiied 
against us and Canada rather than Mexico? 

Mr. j OHN Sweeney, i beiieve the compiaints have aiso been fiied 
against Mexico. 

Chairman Crane. Weii, they have, but a majority against us and 
against Canada. Have you any idea? 

Mr. J OHN Sweeney. No. i'd have to reaiiy get more information 
on that. 

Chairman Crane. Weii, the other question is: Has NAFTA made 
goods produced by your members more competitive in the Mexican 
market against imports coming in there from j apan and Germany? 

Mr. John Sweeney, i'm sorry, i missed the first 

Chairman Crane. Has NAFTA made our goods more competitive 
in Mexico in contrast to goods coming into Mexico from j apan and 
Germany? 

Mr. j OHN Sweeney, i beiieve that they have been very competi- 
tive. 

Chairman Crane. Our goods? 
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Mr. J OHN Sweeney. Yes. 

Chairman Crane. And, with that, i'ii happiiy yieid to our distin- 
guished Ranking Minority Member. 

Mr. Rangel. Thank you. i know you have a time probiem, and 
i wiii make my statement very short. 

But, first, thank you for the exciting ieadership that you brought 
to organized iabor. 

Mr. J OHN Sweeney. Thank you. 

Mr. Rangel, it surprises me how so many peopie who benefited 
indirectiy or directiy from setting standards and working conditions 
and pensions and heaith programs now beiieve that aii of a sudden 
that management is going to do the right thing without organized 
iabor there making certain that it's done through negotiations. And 
in keeping up with the fact that it's changing times, changing econ- 
omy, and we have to be engaged in internationai trade, if we're 
going to survive as a nation and continue to have economic growth, 
then we as a nation find iabor once again trying to set some stand- 
ards; that our prosperity is not based on the misery and pain 
caused by peopie in foreign countries. 

it surprises me how our President can accurateiy detect that 
America wiii be the beneficiary of high-tech, high-paying jobs which 
we have, and wiii continue to have, and not even acknowiedge the 
fact that, through this tremendous progress and expansion in 
trade, we cause peopie not disiocation, but pain and hopeiessness 
in this country. Some wouid say that it's appies and oranges for me 
to advocate jobs now in rebuiiding our cities, our infrastructure, 
but, as far as i'm concerned, Mr. Sweeney, you can't have effective 
trade abroad if you don't have an anchor in our cities and our 
ports, at our airports, and transportation and communication, to 
make certain that we can hoid onto our ieadership in trade. 

So i know, without even asking you, that we can depend on your 
ieadership to provide a more even piayingfieid for our workers to 
deai with foreign trade. But there's no reason why the President 
shouid not address the probiem of the pain that trade causes, not 
just for the workers who wiii iose their jobs, but for their young- 
sters that wouid have no jobs to iook forward to. i iook forward to 
working with you, and i'm pieased to know you are working with 
the administration and the majority party to see whether or not we 
can move forward in this area without severeiy impacting the iives 
of the workers that made this country as great as it is today. 

Thank you for taking the time to share your thoughts with us. 
Soon i'm contempiating putting in a biii, after taiking with my coi- 
ieagues and the ieadership on both sides, to see whether or not we 
can incorporate the ianguage that you are seeking and broaden the 
debate, rather than it be us against them. 

Thank you so much for your ieadership and your attendance 
today. 

Mr. j OHN Sweeney. Thank you very much, and we wouid strong- 
iy encourage you to continue to fight for jobs in the inner city. The 
infrastructure of our cities needs so much in terms of Federai pro- 
grams. We wouid join you in any efforts in that direction. 

Mr. Rangel. Thank you. 

Chairman Crane. Mr. Neai. 

Mr. Neal. Thank you, Mr. Chairman. 
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Welcome, Mr. Sweeney. It's nice to see you again. 

Two questions that are relatively brief. First, is it your opinion 
that trade agreements can be utilized by foreign countries that 
would enforce their own labor environmental laws satisfactorily? 
Second, your experience with TAA benefits, have they lived up to 
the promise of moving people in a transitional stage back to the 
work force in another capacity? 

Mr. J OHN Sweeney. We would certainly agree in terms of other 
countries, our trading partners, enforcing their own good environ- 
mental laws and protections. With regards to the TAA Program, we 
have found that it's not really used to the extent that it has the 
potential, because of the restrictions in it, and workers have felt ex- 
cluded from the process and have not really had the benefit of it 
that it was intended for. 

Mr. Neal. Thank you, Mr. Chairman. I know he's in a hurry. 

Chairman Crane. I'm sorry, was there a question? Oh, Mr. 
English. 

Mr. English. Thank you, Mr. Chairman, and I want to welcome 
the panel. 

Mr. Sweeney, I was intrigued by your testimony. I would take it 
from your testimony that you would be generally skeptical of the 
effectiveness of the so-called NAALC, the labor side agreement, on 
having a significant impact on either worker safety or worker con- 
ditions or workers' wages, and that it has not proven to be a very 
effective instrument for upward harmonization. Is that a fair char- 
acterization? 

Mr. J OHN Sweeney. That is correct. 

Mr. English. Have you had an opportunity to review the dispute 
settlement system that I believe Chairman Crane alluded that 
there were relatively few complaints relative to Mexico? Do you 
agree with your organization that the dispute settlement system 
has been ineffective in any particulars? 

Mr. J OHN Sweeney. With me is Thea Lee, who is our principal 
person on trade policy. I 'd like to ask her to respond. 

Mr. English. I 'd welcome that. Thank you. 

Ms. Lee. Good afternoon. 

The dispute settlement process has, in particular, in terms of the 
labor side agreement, been effective. It's done what it is supposed 
to do in terms of enforcing the agreement on the books. The prob- 
lem is that the labor side agreement on the books is too weak. 
Even in the cases where the workers have won their case— for ex- 
ample, there is no effective remedy— the workers in Nuevo Laredo 
brought a case against Sony, and the National Administrative Of- 
fice did find in favor of the workers; that the Mexican Government 
had persistently failed to enforce its own laws in the area of reg- 
istering unions and allowing workers the freedom of association. 

There is no remedy under the NAALC. The remedy is for a min- 
isterial consultation to take place, and so the workers have not 
been rehired; the company has not been fined; the government has 
not paid any fines, either. And so the abusive practices have con- 
tinued. So the main problem with the NAALC is that the agree- 
ment itself is too weak and does not allow for effective enforcement 
mechanisms. 
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Mr. English. A more general question, Mr. Sweeney, and then 
I know your time is limited, so I'll let you go. Have you found that 
NAFTA has had a significant impact on collective bargaining in 
this country? For example, the concern raised by the AFL-CIO has 
been that, because of the low wages common to Mexico, that this 
would put pressure on American wages downward. Have you run 
into direct evidence of that, because I know your organization is in- 
volved across the board in collective bargaining? 

Mr. J OHN Sweeney. There is direct evidence of that in so many 
different industries and so many different negotiations. In the 
hearing room here today is Jay Mazur, who's the president of 
UNITE, the needle trades union, and he could certainly send you 
a long list of negotiations where this has been a major factor. 

Mr. English. Thank you. Knowing your time is limited, I appre- 
ciate the opportunity to ask those questions. 

Mr. J OHN Sweeney. Thank you. 

Chairman Crane. Thank you, and one final question from Mr. 
Levin. 

Mr. Levin. Thank you. Welcome. 

I'm glad Mr. English asked the question about enforceability be- 
cause I think there's been a lot of misconception and misunder- 
standing as to how inadequate the enforcement provisions are on 
the labor market side. As you leave, there's some discussion about 
whether "labor rights," are a trade issue. J ust in your own words, 
which can be so to the point, just tell us what your concerns are 
all about. Why do you see this as something that moves you to 
come here today and tell us about your concerns? Labor rights— 
it isn't human rights. What's the self-interest of your membership 
in it? 

Mr. j OHN Sweeney. Well, they see what's happened in their re- 
spective industries in terms of plant closings, in terms of jobs, good 
American jobs going to other countries, to countries where labor 
laws are very weak and workers are exploited; in many cases child 
labor exists, prison labor. There are so many different examples 
and so many horror stories that could be told, and labor rights are 
really interconnected with human rights in many cases in many 
countries. But the American labor movement strongly supports 
workers in their own countries getting a decent living and having 
decent laws protecting their environment, protecting their safety 
and health, as well as their economic conditions. 

Mr. Levin. Thank you. 

Chairman Crane. Well, we thank you, Mr. Sweeney, for coming 
and testifying, and you are honorably discharged 

Mr. J OHN Sweeney. Thank you very much, Mr. Chairman. 

Chairman Crane [continuing]. To make your press conference. 

Mr. j OHN Sweeney. And I thank the members of this panel as 
well for allowing me to do this. Thank you. 

Chairman Crane. Absolutely. 

And our next witness is Mr. Liebenow. 
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STATEMENT OF LARRY A. LIEBENOW, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, OUAKER FABRIC CORP., FALL RIVER, 

MASSACHUSETTS; AND CHAIRMAN, WESTERN HEMISPHERE 

TASK FORCE, U.S. CHAMBER OF COMMERCE 

Mr. Liebenow. Mr. Chairman, thank you for inviting me to ap- 
pear today, i n my capacity as chief executive officer of Quaker Fab- 
ric and as chairman of the Western Hemisphere Task Force of the 
U.S. Chamber of Commerce, i 've been abie to observe at ciosehand 
some of the effects of the North American Free Trade Agreement. 
Today, i 'd iike to discuss four issues concerning this agreement, its 
impact on smaii- and mid-sized business growth, increased export 
opportunity, unresoived issues, and momentum for the future. 

NAFTA has provided a stabie and secure framework for doing 
business in Mexico and Canada for many Chambers of Commerce 
members, in areas such as domestic content requirements, meas- 
urement standards, iabeiing requirements, and other tariff and 
nontariff barriers, governments can create enormous obstacies that 
keep smaii- and mid-sized businesses from exporting. NAFTA has 
dramaticaiiy improved conditions in North America by eiiminating 
many of these probiems. 

My own company, Quaker Fabric Corp., is a $200 miiiion pubiidy 
traded textiie company with five manufacturing piants in south- 
eastern Massachusetts. Quaker has been in the uphoistery fabric 
business for over 50 years, it currentiy empioys about 1,750 peopie 
and markets its products in the United States and in many inter- 
nationai markets as weii. Last year about 20 percent of the compa- 
ny's saies were made outside the United States, and some 350 of 
the company's empioyees owe their jobs to Quaker's growing export 
operations. 

Untii 1992 we were unabie to seii our products into the Mexican 
market, if a domestic manufacturer couid produce a particuiar 
product, the Mexican market was basicaiiy closed to outside com- 
petitors. However, in anticipation of NAFTA, Mexico began the 
process of iiberaiizing these trade restrictions, and we were abie to 
take advantage of the new opportunities that became avaiiabie. 

Ciear trade ruies have benefited U.S. companies in other ways. 
The outcome of the Mexican peso devaiuation is a case in point, i n 
response to this crisis, the Mexican Government raised tariffs on 
European and Asian exporters, and the resuiting tariff hikes 
caus^ their exports to faii between 20 and 30 percent. A com- 
parabie tariff hike on U.S. business probabiy wouid have had a 
simiiar effect. However, due to its NAFTA obiigations, Mexico couid 
not uniiateraiiy increase tariffs on United States goods. NAFTA 
worked to protect over 700,000 U.S. jobs that depend on exports to 
Mexico. NAFTA's protection sheitered many businesses iike mine 
and aiiowed U.S. companies to continue to compete, despite a very 
difficuit business dimate. 

NAFTA has aiso heiped Mexico's recovery from its economic cri- 
sis. Because Mexico kept its commitments to open markets, the 
country's economy resumed growth quickiy. Mexico's economy grew 
4.5 percent iast year, and United States exports increased 23 per- 
cent, a $10 biiiion sales increase, in fact, since 1993, United States 
exports to Mexico have increased by 62 percent and are projected 
to hit $68 biiiion for 1997. To put this in perspective, this wiil soon 
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make Mexico our second largest trading partner. In 3 out of the 
last 4 years, exports have increased by more than 20 percent each 
year, and more than 3 out of every 4 dollars Mexico spends on for- 
eign goods are spent on United States products. 

Let me try to set the record straight about our imports from 
Mexico. Mexican businesses have increased their exports to the 
United States, in many cases displacing Asian imports with little 
or no United States content. On average, over 50 percent of all of 
the content of goods imported from Mexico is United States made. 

I n the apparel industry, close to two-thirds of the value of Mexican 
apparel imports in 1996 were comprised of United States content. 
The Mexican share of United States apparel imports has risen to 
9.6 percent of the market, while Asian apparel imports have fallen 
from 39 percent in 1993 to 30 percent of the market in 1996. 
NAFTA makes each of our economies more competitive for the ben- 
efit of workers and companies, just like Quaker in the United 
States, as well as for the benefit of workers in Canada and Mexico. 

While NAFTA has provided many benefits for the U.S. and 
Chamber of Commerce members, there are still unresolved issues 
on the table. Many important items remain outstanding. In par- 
ticular, the cross-border trucking dispute needs to be resolved. The 
current system is cumbersome, very expensive and frustrating for 
truckers and the many businesses using land transportation to get 
the goods to the Mexican market. This dispute has also held up 
progress on a number of other fronts. Among the issues held hos- 
tage by the trucking industry is our access to the Mexican market 
for small package delivery companies, issuance of new rules au- 
thorizing the use of standard 53-foot trailers in Mexico, and we 
must resolve these issues as quickly as possible. 

The evidence from NAFTA provides great hope for the future, 
and frankly, a little impatience that we cannot accelerate the proc- 
ess toward increased free trade throughout the hemisphere. It's es- 
sential this movement toward zero-tariff barriers be implemented 
across the Americas. The FTAA to be established in 2005 is vital, 
and I hope Congress will take immediate, concrete steps to facili- 
tate its establishment, starting with approval of clean fast track 
authority. 

Last year about 40 percent of Quaker's export sales went into the 
Canadian and Mexican markets, including some $6 million into 
Mexico. Another $1 million went into Latin American countries 
other than Mexico. There's clearly a large and growing market in 
Latin America for our products. In Mexico alone, our sales grew at 
a rate of 53 percent in 1996, and are growing at 40 percent so far 
this year. 

The rest of the hemisphere, exclusive of Mexico and Canada, 
should provide us additional sales opportunities of some $25 mil- 
lion. The realization of this potential would create another 200 jobs 
in Massachusetts. 

There are still trade barriers to break down. As recently as last 
week, I was informed by our sales representative in Chile that we 
had lost an opportunity for a $1.8 million a year account to a com- 
petitor of ours in Mexico, solely as the result of an 11-percent duty 
differential. 
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On its own, Quaker, like many Chamber of Commerce member 
businesses, can compete successfully on the basis of design, quality, 
and service with any of our Latin American counterparts. What 
Quaker cannot do on its own is get its products into Argentina, 
Brazil, Bolivia, or Chile duty free. Quaker has already dem- 
onstrated that it's possible to prosper as a textile manufacturer in 
New England. Quaker is not afraid to play to win on a level 
playingfidd in Latin America. Passage of the fast track legislation 
needed to bring Chile into NAFTA would help make that possible. 
Continuing to support protrade legislation until the free trade era 
of the Americas is a reality would virtually guarantee it. 

The United States must lead this effort. Qur government's policy- 
makers represent the interests of American companies of all sizes. 
Unfortunately, without fast track negotiating authority, the United 
States is forced to sit on the sidelines while other nations n^otiate 
trade pacts without us. NAFTA was a vote for competitiveness. 
Fast track authority and the FTAA will be important votes for com- 
petitiveness. The benefits of NAFTA will only be increased with its 
extension to Chile. Give our negotiators clean and broad fast track 
negotiating authority now, put them back at the table, let them 
hammer out a deal to add Chile to the North American Free Trade 
Agreement, and bring the dream of a free trade zone spanning the 
Americas one step closer. 

Thank you. 

[The prepared statement follows:] 

statement by Larry A. Liebenow, President and Chief Executive Officer, 

Quaker Fabric Corp., Fall River, Massachusetts; and Chairman, Western 

Hemisphere Task Force, U.S. Chamber of Commerce 

Mr. Chairman, thank you for inviting me to appear before this panei today. In 
my capacity as CEO of Quaker Fabric and as Chairman of the Western Hemisphere 
Task force for the U.S. Chamber of Commerce, I have been abie to observe at dose 
hand the effects of the North American Free Trade Agreement (NAFTA). Today, I 
wouid iike to discuss five issues concerning this agreement. Nameiy, its impact on 
(1) smaii and mid-sized business growth, (2) increased export opportunity, (3) job 
creation, (4) unresoived issues and (5) momentum for the future. 

Let me elaborate on these points. 

1. Small and Mid-Sized Business Growth 

What has NAFTA's impact been on the growth of U.S. smaii and mid-sized busi- 
ness? 

NAFTA has provided a stabieand secure framework for doing business in Mexico 
and Canada. It has meant that small and mid-sized businesses like mine can hus- 
band scarce resources and use domestic bases of operation, and yet still do business 
internationally. Instead of having to spend money fighting through costly bureauc- 
racies or building up duplicate factories in remote locations, the agreement has al- 
lowed us to expand our market opportunities and business horizons. In areas such 
as domestic content requirements, different measurement standards, labeling re- 
quirements, and other tariff and non-tariff barriers, governments can create enor- 
mous obstacles that keep small and mid-sized businesses from exporting. Instead, 

I am happy to say that NAFTA has dramatically improved conditions in North 
America by eliminating many of these problems. 

To show how important NAFTA is, let me give you, as an example, a case study 
concerning my own company. 

Quaker Fabric Corporation is a $200 million publicly traded textile company with 
five manufacturing plants in southeastern Massachusetts. Quaker has been in the 
upholstery fabric business for over fifty years. It currently employs about 1,750 peo- 
ple, and markets its products in the U.S. and in many international markets as 
well. Last year, about twenty percent of the company's sales were made outside the 
U.S., and some 350 of the company's employees owe their jobs to Quaker's growing 
export operations. 
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While many underestimate the potential of the U.S. textile industry, Quaker is 
determined to be an outstanding performer. A key component of the company's 
strategy is to be a leader in the worldwide upholstery fabric market. Today, Quaker 
markets its products in 42 countries, has warehouse distribution centers in Mexico 
and the Netherlands, and sells more than $36 million of fabric outside the U.S. an- 
nually. 

International trade has been a key component of the growth strategy that has en- 
abled my company to double its sales since 1990. In 1990, Quaker employed 1,100 
workers and was adrift and struggling to sell its products in a mature and very com- 
petitive domestic market. Quaker chose to grow and compete, not only in the U.S., 
but in foreign markets as well. We decided that Mexico was a key market for our 
future plans. 

Until 1992, we were unable to sell our products into the Mexican market. At that 
time, Mexico had a policy of import substitution. If a domestic manufacturer could 
produce a particular product, the Mexican market was basically closed to outside 
competitors. However, in anticipation of NAFTA, the Salinas government began the 
process of liberalizing these trade restrictions, and we were able to take advantage 
of the new opportunities that became available. NAFTA consolidated and provided 
an institutional foundation for the Salinas government reforms. 

The establishment by NAFTA of clearly defined trade and investment rules pro- 
vided a framework, which we did not have before, for businesses like mine. These 
trade and investment rules are particularly important for small and mid-sized busi- 
nesses like ours that cannot easily overcome the barriers to U .S. exports. 

There are other ways that the benefits of clear trade rules have benefited U.S. 
companies. A good example of these benefits is reflected by the outcome of the Mexi- 
can peso devaluation. After the Mexican government devalued its currency in late 
1994, the Mexican economy shrank seven percent and U.S. exports fell nearly nine 
percent. It was the worst economic crisis in Mexico since 1932. But the impact of 
this crisis on U.S. exporters was mitigated by the existence of NAFTA. 

In response to this crisis, the Mexican government raised tariffs on European and 
Asian exporters. The resulting tariff hikes caused their exports to fall between twen- 
ty and thirty percent. A comparable tariff hike on U.S. business probably would 
have had a similar effect. However, due to its NAFTA obligations, Mexico could not 
unilaterally increase tariffs on U.S. goods. As a result, U.S. exports did not fall 
nearly as dramatically: instead, NAFTA worked to protect over 700,000 U.S. jobs 
that depend on exports to Mexico. NAFTA's protections sheltered many businesses 
like mine and allowed U.S. companies to continue to compete despite a very difficult 
business climate. 

This leads me to my second point. 

2. Increased Export Qpportunities 

NAFTA also helped accelerate Mexico's recovery from its economic crisis. Because 
Mexico maintained its commitment to open markets, the country's economy has 
started to grow again. Mexico's economy grew four and one-half percent last year 
and U.S. exports increased twenty-three percent— a $10 billion sales increase. 

In fact, since 1993, U.S. exports to Mexico have increased by sixty-two percent 
and are projected to hit $68 billion for 1997. To put this in perspective, this is 
slightly more than half of all of our exports to Latin America, and makes Mexico 
our second largest trading partner. In three out of the last four years, exports have 
increased by more than twenty percent each year, and more than three out of every 
four dollars Mexico spends on foreign goods are spent on U.S. products. 

Qf course, NAFTA is a two-way street and Mexican businesses have been able to 
increase their exports to the United States as well. But this is also positive in that 
some cases, this has meant displacing Asian imports with little or no U.S. content. 

I n contrast, close to two-thirds of the value of Mexican apparel imports in 1996 was 
comprised of U.S. content. During this period, the Mexican share of U.S. apparel 
imports has risen to 9.6% of the market, while Asian apparel imports have fallen 
from thirty-nine percent in 1993 to thirty percent of the market in 1996. 

Thanks to NAFTA, U.S. consumers are able to enjoy a wide variety of products 
at lower prices than might otherwise be available. Competition forces companies to 
continually improve their products and services in order to survive. Consumers reap 
these benefits through lower prices, products that meet their needs more effectively, 
and a wider range of selection. Let's not forget that one of the reasons that U.S. 
inflation has remained so low over the last five years is due to the competitive eco- 
nomic environment. NAFTA is part of the institutional framework underpinning 
this economic structure. 
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U.S. companies benefit from the increased purchasing power of Mexican busi- 
nesses and consumers. While the Mexican economic crisis had a serious impact on 
the country's economic confidence, sales figures from my own company and anec- 
dotal evidence from other companies indicate that, at the retail level, Mexican con- 
sumer confidence is increasing. This increased purchasing confidence, ability, and 
power will only continue to benefit U.S. producers in the long-term. 

3. J OB Creation 

As I mentioned before, over 350 people employed by my company have their jobs 
either directly or indirectly because of NAFTA and the other alternative markets 
Quaker has developed. Thanks to NAFTA's rules of origin, production that had been 
based in Asia is shifting back to North America. 

Contrary to Ross Perot's predictions, we have not had dramatic job losses directly 
attributable to NAFTA. Trade is not a zero-sum game, and the past few years have 
proven that NAFTA was a win-win proposition for the U.S., Canada and Mexico. 

The effects of Mexican growth aren't only felt in terms of increased sales for U.S. 
business. As we have seen in J apan and the newly industrialized nations of the Pa- 
cific Rim, economic development will lead to higher wages and salaries in Mexico 
as well. This phenomenon could well have a stabilizing effect on labor markets 
throughout North America, and over time allay some of the concerns which have 
been raised about the disparity in wage rates across the border. 

4. Unresolved Issues 

While NAFTA has provided many benefits, there are still unresolved issues on the 
table. 

We have already built a great deal of momentum based on the frameworks that 
have been established and implemented. We need to use this momentum to deepen 
and expand NAFTA through full implementation of the trilateral agreement be- 
tween theU.S., Canada, and Mexico. 

Many important items remain outstanding: in particular, the cross-border truck- 
ing dispute needs to be resolved. An inefficient border raises the cost of transporting 
goods, a cost that is inevitably passed along to consumers. It seems that the United 
States has finally developed the political will to seek implementation of this part 
of the agreement— now suspended since December 18, 1995. The Mexican and U.S. 
governments need to continue to make progress toward resolving this issue. The 
current system is cumbersome, very expensive, and frustrating for truckers and the 
many businesses using land transportation to get their goods to the Mexican mar- 
ket. 

This dispute has also held up progress on a number of other fronts. Among the 
issues held hostage by the trucking dispute are access to the Mexican market for 
small package delivery companies, and the issuance of new rules authorizing the 
use of standard 53-foot trailers in Mexico. We must resolve these issues quickly so 
that companies across North America can benefit from the trilateral agreement. 

5. Momentum for the Future 

The evidence from NAFTA provides great hope for the future, and frankly, a little 
impatience that we cannot accelerate the process toward increased free trade 
throughout the hemisphere. 

It is essential that this movement toward zero tariff barriers be implemented not 
only in North America, but also across the Americas. The Free Trade Area of the 
Americas (FTAA), to be established in 2005, is a worthy, important goal, and I hope 
Congress will take immediate, concrete steps to facilitate its establishment, starting 
with approval of Fast Track Authority. 

The Western Flemisphere represents one of our best growth opportunities. Flow- 
ever, U.S. trade policy to date has not made it possible for us to fully tap the poten- 
tial of this market— other than in Mexico and Canada. We are leaving money— and 
jobs— on the table. To achieve our growth objectives, we need NAFTA-like trade 
agreements in place throughout the hemisphere. 

Quaker already has an established position with its NAFTA trading partners and 
in the balance of the Western Flemisphere. Last year, about forty percent of the 
company's export sales went into the Canadian and Mexican markets, including 
some $6 million into Mexico. Another $1 million went into Latin American countries 
other than Mexico. There is clearly a large and growing market in Latin America 
for our fabrics and, in Mexico alone, our sales grew at a rate of fifty-three percent 
in 1996 and are growing at about forty percent so far this year. The rest of the 
Flemisphere, exclusive of Mexico and Canada, should provide us additional sales op- 
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portunities of some $25 million. The realization of this potential would create an- 
other 200 jobs in Massachusetts. 

Chile is a case in point. As recently as last week, I was informed by our sales 
representative in Chile that we had lost an opportunity for a $1.8 million a year 
account to a competitor of ours in Mexico solely as a result of the eleven percent 
duty differential involved. This happened because Chile already has trade agree- 
ments in place with Mexico, Canada, and the Mercosur countries. It is possible that 
Chile may strike a similar deal with the European Union next. 

There are fabric manufacturers in Mexico, Canada, the Mercosur countries and 
the European Union. They are Quaker's competitors. Quaker has customers in 
Chile. So do they. Last year, Quaker sold approximately $300,000 of product into 
Chile. But to do that, Quaker's customers in Chile had to be convinced that our 
products were so good that they were worth the extra eleven percent duty required 
to bring them into Chile— eleven percent that is not a factor for our Mexican, Cana- 
dian, or Mercosur competitors. Qur products are so good that we can do that in 
some cases— but it is an uphill battle— and hardly the level playing field we have 
been counting on our government to create. 

In the balance of Latin America, the situation is no different. For example, there 
is an active and important fabric and furniture manufacturing industry in the 
Mercosur countries. Qn its own, Quaker can compete successfully on the basis of de- 
sign, quality and service with any of its Mercosur counterparts. What Quaker can- 
not do on its own— is get its products into Argentina, Brazil, Paraguay, Uruguay, 
Bolivia, or Chile duty-free. Even without the kind of level playing field a trade 
agreement with the Mercosur countries would give Quaker, Quaker still sold over 
$600,000 into those markets last year without help. Flowever, we need to smooth 
the way for Quaker and other U.S. companies like Quaker to do their very best. We 
must let the competitiveness of our products and our people— not trade barriers— 
be the sole factor determining whether American businesses win or lose. 

Quaker has already demonstrated that it is possible to prosper as a textile manu- 
facturer in New England. Quaker is not afraid to play to win on a level playing field 
in Latin America. Passage of the Fast Track legislation needed to bring Chile into 
NAFTA would help make that possible. Continuing to support pro-free trade legisla- 
tion until the Free Trade Area of the Americas (FTAA) is a reality would virtually 
guarantee it. 

The United States must lead this effort in order to ensure that, when the rules 
of the FTAA are written, our government's policymakers represent the interests of 
American companies of all sizes. Unfortunately, without fast-track trade negotiating 
authority, the United States is forced to sit on the sidelines while other nations pro- 
ceed to negotiate their own trade pacts. 

Wouldn't you hate to hear that a U.S. company lost a major contract in Brazil 
or Argentina or Chile because they were a few percentage points more expensive 
than a local competitor due to our delay in negotiating equal terms for U.S. export- 
ers? 

NAFTA was a vote for competitiveness. Fast Track authority and the FTAA will 
be important votes for competitiveness. 

The benefits of NAFTA will only be increased with its extension to Chile. Give 
our negotiators clean and broad fast-track negotiating authority now, put them back 
at the table, let them hammer out a deal to add Chile to the North American Free 
Trade Agreement and bring the dream of a Free Trade zone spanning the Americas 
one step closer. Thank you. 


Chairman Crane. Thank you, Mr. Liebenow. 

Mr. Van Putten. 

STATEMENT OF MARK VAN PUTTEN, PRESIDENT AND CHIEF 
EXECUTIVE OFFICER, NATIONAL WILDLIFE FEDERATION 

Mr. Van Putten. Thank you, Mr. Chairman and Members of the 
Subcommittee, i appreciate this opportunity to testify on behaif of 
the Nationai Wiidiife Federation on the administration's review of 
NAFTA, in iight of the President's request for fast track negotiat- 
ing authority, this topic is of great importance and the NAFTA ex- 
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perience should guide our thinking about the scope and nature of 
fast track l^islation. 

The National Wildlife Federation is America's largest not-for- 
profit conservation education organization with over 4 million 
members and supporters. In addition to our individual members, 
we count among our supporters our State affiliate organizations 
such as the Michigan United Conservation Clubs, Pennsylvania 
Federation of Sportsmen, and others. In fact, it is the delegates 
elected by these organizations that establish our policy positions. 

The National Wildlife Federation is also America's mainstream 
and main street conservation organization. Our members under- 
stand the link between sustainable economic development and en- 
vironmental protection, and that is a fundamental value that they 
understand is at stake as we view fast track authority negotiating 
authority. 

Finally, with respect to NWF, it's critical to state that we sup- 
ported NAFTA. We took a very courageous, a very difficult position 
that separated us from many of our oft en-col league organizations 
in supporting NAFTA. We bdieved the promise of NAFTA. We be- 
lieved in the potential of trade as an instrument to enhance envi- 
ronmental protection. It is against that backdrop that I testify 
today on the administration's comprehensive review. 

We draw two lessons from this review and from our analysis and 
experience with NAFTA. The first lesson we draw: That parallel 
agreements are important and they are essential. The second les- 
son we draw is that they are not enough, and that we must have 
in fast track legislating authority a more closely intertwined com- 
mitment to environmental protection. I would like to elaborate on 
each of those points, if I may. 

With respect to parallel agreements and the institutions created 
by them as being essential, we believe there has been some signifi- 
cant progress though the CEC, the BECC, and the NADBank, and 
those institutions, and in my written statement we cite some spe- 
cific examples of ways in which we believe those institutions have 
empowered citizens, have provided citizens with additional access 
to important information, and have provided a venue in which 
there can be international and intergovernmental collaboration. 

We are disappointed these institutions have gotten off to a slow 
start. We are disappointed these institutions have not produced 
more, but we continue to believe they are an important component 
of trade arrangements to allow us to work with other governments 
and enhance the institutional capacity of not just those govern- 
ments, but their citizens to participate in enhanced environmental 
protection. 

At our recent annual meeting in Tucson, Arizona, we had a 
major session on this issue. Linda Taylor, who is a citizen rep- 
resentative to BECC, was one of our award winners and she par- 
ticipated in the discussion. She had some very interesting stories 
about her Mexican colleagues for the first time having to deal with 
citizen pressure through the BECC to address some of the environ- 
mental problems in their communities. It was a new experience for 
them. It was a democratizing experience for them, and we believe 
those institutions present that sort of promise. 
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But side agreements are not enough. As an organization that 
supported NAFTA based on side promises and side agreements, we 
are skeptical. We believe that this time around with fast track it 
is essential to move beyond the promise of NAFTA, to make the 
full integration of environmental concerns and trade concerns a re- 
ality. 

Given the current political environment that appears somewhat 
hostile to this notion, given so far the administration's unwilling- 
ness to stand for this principle, the National Wildlife Federation is 
opposed to fast track legislation without specific negotiating objec- 
tives that relate for the environment and adequate evidence of a 
continuing commitment to integrating the globalization of trade 
with the enhancement of the world's environment. 

Thank you very much. 

[The prepared statement and attachment follow:] 

statement of Mark Van Putten, President and Chief Executive Officer, 
National Wildlife Federation 

I want to thank you for the opportunity to share our evaluation of President Clin- 
ton's Comprehensive Review of the NAFTA before the House Committee on Ways 
and Means, Subcommittee on Trade. In light of the President's request for fast track 
negotiating authority, it is a topic of great importance. The NAFTA review offers 
lessons for future trade and investment negotiations, and should therefore guide our 
thinking as we consider the scope and nature of fast track. I am Mark Van Putten, 
President and CEO of the National Wildlife Federation. Our broad constituency of 
over 4 million members and supporters includes sportsmen and women and a cross- 
section of the American public. Our motto is "people and nature— our future is in 
the balance," a motto we believe applies equally to trade agreements as to other as- 
pects of the American economic landscape. 

Our message today is straightforward. After a review of the President's Study on 
the Operation and Effects of the North American F ree Trade Agreement, and upon 
reflection on our own evaluation of the environmental provisions found in the 
"NAFTA package," we offer the following evaluation: 

• NAFTA's supplemental agreements still represent good first steps toward syn- 
thesizing environmental interests in trade policy. This is especially true when evalu- 
ating the performance of NAFTA's environmental organizations— the North Amer- 
ican Commission for Environmental Cooperation (CEC), the Border Environmental 
Cooperation Commission (BECC) and its funding wing the North American Develop- 
ment Bank (NADBank). 

• However, the environmental provisions of the NAFTA itself fail to meet the 
commitment made to this Committee by then-President George Bush to ensure the 
United States' ability to safeguard the environment. NAFTA does not strike a bal- 
ance between trade and environmental objectives because it establishes a trade re- 
gime that unfairly subjects legitimate environmental laws, that may have incidental 
negative implications for trade liberalization, to challenges by trade advocates. 

When we supported NAFTA's passage in 1993 we did so believing we would con- 
tinue our work with the Administration and with Congress to improve upon 
NAFTA's environmental provisions and forge future trade agreements that actively 
promote sustainable development. Unfortunately, as we consider President Clinton's 
request for fast track authorization to negotiate and deliver to Congress new trade 
and investment agreements, we face an entirely different situation. The high water 
mark left by NAFTA's environmental provisions has long since faded, and the scope 
and nature of trade and investment policy negotiations since NAFTA cast doubt on 
the Clinton Administration's commitment to an environmental agenda for trade ne- 
gotiations. Any effort by this Administration to further the linkages between trade 
and the environment has been met with a level of hostility from Congress— in par- 
ticular from this Committee— that 'main street and mainstream' groups like NWF 
simply do not understand. We are not asking for special favor, only that negotiators 
recognize the complex relationships between environmental protection and trade lib- 
eralization, and negotiate rules that promote a more equitable distribution of 
human wealth and environmental quality. Given a political environment hostile to 
our efforts to improve upon NAFTA's environmental provisions, and an Administra- 
tion unwilling to lead the world toward environmentally responsible trade, we are 
forced to oppose fast track unless it contains both specific negotiating objectives for 



106 


the environment and adequate evidence of the Administration's commitment to en- 
vironmentaiiy responsi hi e trade. 

Thefoiiowing testimony is informed by our experience with NAFTA and its impie- 
mentation. It reiies on NWF's own anaiysis of the performance of NAFTA's paraiiei 
institutions^ to expiain our goais for future trade and investment agreements. 

Parallel Agreements Work 

The first iesson taught by the NAFTA package is that paraiiei agreements de- 
signed to address the broader sociai and environmentai impiications of economic in- 
tegration are essentiai if we are to "ensure that North Americans do not obtain the 
benefits of economic development at the expense of environmental protection. 
NAFTA's environmental organizations play an important role in promoting higher 
standards of environmental protection. Despite their short time on thejob, all three 
organizations exhibit evidence of the successful implementation of their programs: 

• CEC and BECC decision-making processes empower citizens to play an active 
role in efforts to define and prioritize environmental problems, and to develop and 
implement concrete solutions to these problems. 

—The BECC has certified 16 environmental infrastructure projects, with a 
combined cost of nearly $230 million dollars. 

—The NADBank created funding packages for four of these projects, two 
on each side of the border, and is currently working on developing technically and 
financially sound packages for three other projects. Four other BECC-certified 
projects sought funding from sources other than the NADBank. 

—The CEC's agenda for 1997 is designed to facilitate cooperation and pub- 
lic participation in environmental conservation efforts. Five of the eight project 
areas 

— Flabitat and Species; Reducing Risk from Chemical Exposure: Climate 
Change and Energy Efficiency: Cooperative Enforcement Programs; and Technology 
Cooperation— work hand in glove with this nation's environmental protection pro- 
gram. 

• Environmental agencies at the local, state, and national levels collaborate to 
help build agency capacity to enforce environmental laws. 

—In 1996, the EPA held 20 workshops, training over 220 inspectors from 
U.S. and Mexico. 

—NADBank has set aside $2 million of its earnings to establish an institu- 
tional development program to help communities operate environmental infrastruc- 
ture systems more efficiently. 

—BECC established a technical assistance program to help communities 
develop stronger infrastructure project proposals. 

• CEC investigations, reports, and programs collect and disseminate information 
useful to citizens interested in monitoring the behavior of both governments and in- 
dustries. 

—The CEC has received eleven requests from citizens to investigate govern- 
ment enforcement of its environmental laws; four have resulted in formal investiga- 
tions or the completion of factual records. And while the balance of the petitions did 
not result in formal action by the CEC, they did serve to broaden public interest 
in the relationship between trade rules and environmental protection. 

Perhaps of even greater importance is the ability of these organizations to develop 
the capacity of citizens and governments to protect their own environment. For ex- 
ample, the BECC and NADBank created programs to provide communities with the 
necessary technical and management skills to develop and implement sound solu- 
tions to environmental problems. The CEC's programs and public reports help citi- 
zen's groups perform the essential role of "watch dog" over agency and industry per- 
formance. For example, pilot projects begun along the borders between in Maine and 
New Brunswick in the northeast, and between California and Baja California in the 


LTwo reports— one an analysis of the performance of the BECC and NADBank, the other an 
analysis of the CEC— will be completed by the beginning of October. Upon their completion, I 
ask the Committee to make these reports part of the permanent record of this hearing, j ohn 
j . Audley, Program Coordinator for Trade and the Environment of the National Wildlife Federa- 
tion, can furnish copies of these reports. 

2The White House, Study on the Operation and Effects of the North American Free Trade 
Agreement (The Study). (Washington, DC: Office of United States Trade Representative, j uly 
1997). Page 114. 
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southwest involve citizens groups in an effort to reduce sewage discharge to the 
oceans by fifty percent in five years.^ 

While we believe these institutions on the whole are acting responsibly, we also 
acknowledge their deficiencies. The CEC took too long to develop such a specific 
work program, and it continues to struggle against efforts by some NAFTA parties 
to resist the implementation of their program. In particular, the government of Mex- 
ico has consistently blocked the CEC's efforts to develop consensus on environ- 
mental issues that are of common concern to all North Americans.^ We also recog- 
nize that the NADBank's ability to fund badly needed infrastructure projects for 
poor communities is constrained by its mandate to fund only "economically viable" 
projects. While the BECC and the NADBank continue to struggle to coordinate their 
own relationships, not enough is being done to clean up the Mexico-U.S. border. It 
is unfair to border residents to promise them a solution to the environmental prob- 
lems and then not fully empower the resulting body to meet that promise. 

We are also disappointed that the Administration claims to have "revitalized a 
long history of bilateral cooperation"^ with the creation of these new organizations. 
For decades Mexican, Canadian and U.S. citizens have worked hard to resolve their 
own environment and development problems, and in many circumstances this was 
in spite of efforts by national governments to constrain them. At the same time we 
must recognize that the environmental problems facing these three nations were 
decades in the making: to expect to resolve them all in only three short years is 
an unrealistic demand. In short, we believe that the BECC, NADBank and CEC are 
fragile institutions that are unique in character and experimental in many of their 
programs. They have made much progress over the past two to three years and they 
deserve our praise. They do not deserve the unrelenting criticism directed against 
them for failing to meet unrealistic expectations. 

The most important lesson we draw from NAFTA is that, if negotiated properly, 
and in conjunction with trade and investment agreements, parallel environmental 
organizations perform the essential function of addressing the broader implications 
of economic integration. They help "[ejnsure that the public's concerns regarding en- 
vironmental matters will be heard and facilitat(e) joint efforts to address common 
environmental problems. These are values I believe we all share in common, val- 
ues that promote American ideals of how governments can and should respond to 
citizen's demands. Because I believe we share these values, I am puzzled when I 
consider your unwillingness to support our call to the Administration to negotiate 
supplemental agreements to help ensure that people benefit from trade liberaliza- 
tion without doing harm to their environment. Why would we want to constrain the 
President from negotiating trade agreement packages that expand trade while pro- 
tecting the environment, and in turn create mechanisms designed to hold govern- 
ments accountable for their actions? 

The NAFTA Text: A Lesson on Flow Not to Negotiate Green Trade 

Agreements 

While we are generally supportive of the performance of NAFTA's parallel institu- 
tions, we disagree with the Administration's claim that the NAFTA text meets the 
commitment made to Congress by President Bush to ensure the right to safeguard 
the environment."^ Based on our analysis we believe NAFTA's trade regime subjects 
legitimate environmental regulations to unfair challenge by trade advocates.® 


3See, The Commission for Environmentai Cooperation, Giobai Program of Action for the Pro- 
tection of the Marine Environment from Land Based Activities. (Montreai: Commission for Envi- 
ronmentai Cooperation, 1997). 

"*500 ietter endorsed by Defenders of Wiidiife, the Community Nutrition Institute, the Na- 
tionai Audubon Society, the Nationai Wiidiife Federation, the Sierra Ciub, and the Worid Wiid- 
iife Fund, to the Honorabie Caroi M. Browner, Administrator, United States Environmentai Pro- 
tection Agency, J uiy 10, 1997. 

^The Study. Page 111. 

sThe Study. Page 111. 

^See "Response of the Administration of George Bush to Issues Raised in Connection with 
the Negotiation of a North American Free Trade Agreement," pubiished in Daniel Magraw, edi- 
tor, NAFTA and the Environment: Substance and Process, (the American Bar Association, 
1995). Page 163. 

sSee letter from J ohn J . Audley, Program Coordinator for Trade and the Environment, the 
National Wildlife Federation, to J ennifer Haverkamp, Assistant U.S. Trade Representative for 
Environment and Natural Resources, Office of the United StatesTrade Representative. Septem- 
ber 8, 1997. 
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Nowhere is this more evident than in the recent case brought by the Ethyi Cor- 
poration against the government of Canada. ^ A U.S. corporation, dissatisfied with 
a Canadian environmentai reguiatory decision, is seeking to obtain compensation for 
the aii^ed "expropriation" of its property, through NAFTA's dispute resoiution 
mechanism— compensation which wouid not be avaiiabie under the constitution and 
iaws of Canada, nor for that matter, of the United States if such a case were 
brought here. More recentiy, efforts by environmentai organizations to promote the 
use of private third party environmentai iabeis as part of the ERA'S government 
procurement procedures have been stymied because ERA officiais fear such rec- 
ommendations may be in vioiation of NAFTA and GATT trade provisions. Finaiiy, 
in a chaiienge brought by the United States and Canada, the WTO overturned a 
European ban on beef treated with growth hormones. “ 

Each of these cases underscores an important iesson iearned by citizens groups 
engaged in trade poiicy advocacy. Whiie the NAFTA "[i]inciudes numerous provi- 
sions designed to safeguard the environ ment,''ii these provisions are essentiaiiy 
oniy hortatory ianguage promoting sustainabie deveiopment, and admonishing gov- 
ernments not to weaken environmentai iaws to encourage investment. They are in- 
adequate measures to guarantee a nation's right to safeguard its own peopie and 
environment, and they are no match for trade dispute resoiution paneis with dear 
ruies and narrow goais. We need parity between environment and trade priorities. 

In a ietter recentiy sent to USTR officiais, NWF staff presented to the Adminis- 
tration a iist of environmentai objectives for negotiations we beiieve must be a part 
of the fast track authorization package. These recommendations are attached, as an 
important part of this testimony because they chaiienge this Committee to rethink 
its position on environment and trade. We encourage you to stop asking whether 
environment shouid be an issue for trade negotiations and instead to ask how best 
to incorporate it to activeiy promote sustainabie deveiopment. We need to inciude 
environment in trade negotiations to make certain that US firms operating in com- 
piiance with environmentai iaws are competing on a piaying fieid made ievei by 
trade ruies that compei companies to internaiize environmentai costs, and govern- 
ments to enforce the environmentai reguiations. We need paraiiel agreements that 
actively promote capacity buiiding and democratic reform. Finaiiy, we need fast 
track oniy if it guarantees that such objectives are an integrai component of US ne- 
gotiators' goais, and provides both Congress and the American peopie adequate ave- 
nues to hoid those negotiators accountabie. With your help, together we can make 
this happen. 


splease refer to the Ethyl Corporation v. the Government of Canada, UNCTRAL. Filed April 
14th, 1997. See also Michelle Sforze, Preamble Center for Public Policy and Mark Vallianatos, 
Friends of the Earth, "Ethyl Corporation vs. Government of Canada: Chemical Firm Uses Trade 
Pact to Contest Environmental Law," (Washington, DC: The Preamble Center, 1997). 

“See Mark Abley, "World Trade Organization: The Whole World in its Eland," Toronto Ga- 
zette, April 19, 1997. See also an internal memorandum prepared by j ake Caldwell, the Com- 
munity Nutrition Institute, "WTO Panel Decision on EU-US Beef Flormone Dispute— Prelimi- 
nary Analysis," (Washington, DC: The Community I nstitute, (202) 776-0595). 5/13/97. 

“The Study. Page 114. 
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NATIONAL WILDLIFE FEDERATION' 

People and Nature: Our Future Is in the Balance 


International Office 


September 8, 1997 

Jennifer A. Havericamp 
Assistant U S. Trade Representative for 
Environment and Natural Resources 
Office of the United States Trade Representative 
Executive Office of the President 
Washington, D.C. 20508 

Dear Jennifer: 

Thank you for meeting with Baibara Bramble and me to (Bscuss environmental issues 
related to President Clinton’s upcoming request for fist track negotiating authority. We 
appreciate the opportunity to share with you our vision for promoting sustainable 
development by negotiating environmentally responsible trade agreements. 

Let me prefece this letter by saying that since 1989 the National Wildlife Federation has 
worked to advance environmental issues in trade policy negotiations. Under the 
leadership of both Presidents George Bush and Bill Clinton, NWF worked with 
Administration officials and members of Congress to forge the first steps toward 
environmentally responsible trade policy. Unfortunately, the high water mark left by the 
North American Free Trade Agreranent (NAFTA) has long since Med, and the scope and 
nature of trade policy negotiations since NAFTA cast doubt on the Clinton 
Administration's commitment to an environmental agaida for trade negotiations. 

Evidence of the lack of commitment to balandng environment and trade priorities is 
evidenced by the U.S. performance at the Worid Trade Organization (WTO); in the 
separate and unequal negotiating processes adopted during the 1994 Summit of the 
Americas for the sustainable development agen^ versus the Free Trade Agreement for 
the American (FT AA); and in the United States’ role in rtegotiating the Multilateral 
Agreement on Investment. In short, the Clinton Administration no longffl provides world 
leadership on trade and the environment, and we believe this atuation must change. 

The National Wildlife Federation vrill work hard to ensure that any trade or investment 
agreement brought before Congress actively promotes sustainable development. At the 
same time we are prepared to oppose trade and investment agreements that &il to 
strengthen the relationship between trade and the environment forged by NAFTA With 
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these thoughts in mind, I offer you these recommendations to consider as you prepare 
your proposal for fast track negotiating authority. 

Commitment to an Environmental Agenda in Trade Policy 

I recognize that fast track is a set of procedures designed to expedite congressional action 
on trade agreements and was not designed to provide the Administration with a strict 
agenda for negotiations. Nevertheless, given the Administration’s record of poor 
performance on trade and the environment, and the current climate in Congress hostile to 
linkages between trade rules and environmental priorities, fast track authorization must 
take on the additional burden of prowding adequate evidence of the Administration’ s 
commitment to an environmentally responsible trade negotiating agenda. Before the 
Administration asks environmental groups for support on fast track, we urge you to take 
the following steps: 

Withdraw the Multilateral Agreement on Investment from Consideration Under Fast 
Trank- On February 13, 1997 nine national environmental organizations wrote to USTR 
Ambassador Charlene Barshefsky to express their dismay over the scope, nature, and the 
secretive process of MAI negotiations. Notwithstanding the use&lness of recent briefings 
by USTR and State Department offidals on MAI, the entire MAI process has been the 
antithesis of proper trade and investment negotiations. 

Fast track authority commits the Administration to keep both Congress and the public 
informed of the negotiation’s objectives and progress. In our opinion the MAI currently 
under negotiation by OECD coimtries cannot meet this requirement because interested 
parties were not included during the crucial stages of negotiations. We strongly 
recommend that President’s request for fast track explidtly exclude the MAI. 

Tj-aHffrahip at the CEC: On July 10, 1997, six environmental groups wrote to EPA 
Adrmnistiator Carol Browner to express their concern over the Administration’s lack of 
commitment to the CEC. Among other concerns articulated in that letter, it is our 
understanding that some NAFTA parties are usmg the United States’ lack of support for 
the CEC to challenge the Secreteriat’s authority to establish and implement a dialogue and 
research agenda for trade and for the wivironment. While we appreciate Admimstrator 
Browner’s commitment to domestic environmental matters, international enwonmental 
issues must be given at least as high a priority, especially when the international policies in 
question have direci implications for national envirorunental policy . 

We strongly urge the Admini stration to provide ecidence of renewed support for, and 
involvement with, CEC activities. In particular, the Administrator should capitalize on the 
CEC’s ability to seek regional solutions to enwonmental problems. National policy 
initiativ es designed to protect endangered species and improve ^ quality are enhanced if 
tiiey are also implemented at the r^onal level. We also encoun^e the Admimstrator to 
urge other NAFTA parties to use the National Advisory Committees to their fiillest extent. 

Partirapatinn in the April 1998 Trade and Environment Symposium: In April, 1998 the 
government of Costa Rica plans to hold a symposium on how best to advance the trade 
and environment policy agenda. The symposium will be targeted at the ministers of trade 
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and the environment of Western Hemisphere nations, and representatives of civil society. 
With its long history of concern for the environment, and as the lead country in FTAA 
negotiations, we believe Costa Rica’s leadership in linking trade negotiations and 
environmental priorities deserves our strongest support. We ask that EP A Administrator 
Browner and USTR Ambassador Barshefsky pledge to attend this conference and to use 
their influence with other trade and environment ministers to ensure the widest 
participation possible. 


To respond in a timely &shion to the foregoing recorrrmendatiotrs, the Administration 
could issue an executive memorandum that defines the Administration’s agenda on trade 
and the environment. An environment and trade memorandum, issued before a vote on 
fast track, would provide environmental organizations with the opportunity to evaluate the 
Administration’s strategy for negotiating environmentally balanc^ trade agreements. 


Fast Track Negotiating Objectives 

The Trade Act of 1974 (19 U.S.C. 2191) and the Omnibus Trade and Competitiveness 
Act of 1988 (19 U.S.C. 2903) establish broad objectives and procedures designed to assist 
the Administration in its efforts to negotiate trade agreements conastent with U.S. 
national interests. We believe the following negotiating recommendations and changes to 
fast track procedures are consistent with the statutes’ existing provisions. We also believe 
they are essential guides for the USTR to negotiate greener trade agreements. We 
therefore urge the Administration to formally include these recommendations in tiidr 
request for fast track authority: 

List Negotiations Targeted for Fast Track: Blanket &st track authoihy provides the 
Administration broad authority to negotiate and submit to Coi^ress a whole host of trade 
and investment agreements. We believe it is feir to ask the Administration to identify 
those negotiations to which this &st track would apply, and better inform Congress and 
the public of its negotiation intentions. 

Parity Between Trade and Environment: One lesson taught by NAFTA and the Uruguay 
Round is that the “general exceptions” provisions, purportedly designed to insulate 
le^timate environmental laws from trade challenge, are inadequate. For mcample, NAFTA 
Article 104 compels parties to implement international emtironmental laws in a manner 
“least inconsistent vnth the other protdtions of this Agreement.” The ambiguity 
surrounding this important phrase leaves open for d^enge many environmental 
agreements. In addition, NAFTA Chapter Seven, Section B (Sanitary and Phytosanitary 
Measures) and Chapter Nine (Standards-Related Nteasures) create an unreasonably high 
standard for environmental r^ulations to pass the “trade consistent” test. These 
standards harm a ration’s right to safeguard the environment, and therefore must be 
changed in the course of upcoming trade negotiatiota. 

As part of its request for track we ask the Administration to fiarmally coinn^ to 

negotiate a balance between trade objectives and procedurally transparerrt, constitutionally 
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consistent environmental laws which might incidentally have negative implications for 
trade, Non-discriminatory domestic regulations satisfying national treatment provisions 
should not be subjea to challenge under the dispute provisions of a trade agreement. In 
particular, regulatory policies designed to discriminate between similar goods based on 
procedurally transparent production process methods (PPMs) should be an appropriate 
exception to trade liberalization. We also believe that, until such time that nations 
negotiate and endorse international agreements on risk assessment, determining the level 
of risk should be left to national legislators and not to international trade dispute bodies. 
Finally, the Administration should also commit to seeking environmental exceptions in 
trade and investment agreements that support the Polluter Pays and Precautionary 
Principle(s) as accepted in customary international law 

Trade Enforceable Actions Taken for the Environment: Just as non-enforcement of 
property rights triggers a trade dispute, poor enforcement of environmental laws that have 
demonstrable effect on trade and investment should also be actionable under trade dispute 
proceedings. We believe it is un&ir to businesses operating in a manner consistent with 
national environmental laws to be forced to compete with those who are not. We 
therefore urge the Administration to commit to negotiate the principle of “good 
environmental laws, well enforced,” fi'om Article IH of the North American Agreement on 
Enwonmental Cooperation into the body of future trade and investment agreements. This 
language will establish the legal foundation for citizens and governments to take action for 
non-enforcement of national environmental rules under trade law within the established 
dispute settlement procedures of the parent trade and Investment agreement. 

Citizen Access to Dispute Proceedings: As currently written, both NAFTA and WTO 
dispute procedure prohibit public access to both the proceedir® itself and relevant 
documents, and (in some instances) actually restrirt publication of dispute panel decisions. 
We believe that Ae dispute process itself must be made more transparent and accessible to 
citizens. As part of its request for fest track we urge the Administration to commit to 
broaden dtizen access to trade and investment dispute procedures and documents. 

Greater Accountability Throughout Negotiations: In exchange for fast track authority to 
negotiate delicate compromises among parlies, the Admiiustration agrees to consult with 
Congress and keep it infirrmed of the progress of negotiations. Outcomes of recent trade 
and investment negotiations suggest that mote accountability is needed. Any fest track 
authority should include the addition of congresriond committees with enviromnental 
responsibility to the list of those committees having jurisdiction over trade and investment 
bills subject to f^ track. Multiple committee jutisdction would-increase congressional 
and public overright over negotiations, and help the Administration to communicate 
effectively the basis for trade policy and its objectives. In addition, routine public meetings 
convened throughout the United States would expand avenues for citizen input, and 
promote broader understanding of U.S. trade negotiation priorities. Negotiated drafts 
should be made public to promote greater transparency in negotiations, and to assist the 
Admiiustration in its effort to broaden public understanding of its trade negotiation 
objectives. Finally, fest track authorization could also expand the number of 
environmental, consume' and public health advisors who serve as members of the USTR’ s 
private advisory committees. 
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Strengthen Role of Environmental Agencies in Trade Negotiations: We also ask that fest 
track authorization strengthen the role of environmental agencies in trade policy 
negotiations. Steps must be taken to remove inter-agency communications obstacles, and 
ensure that environmental officials are given adequate time and resources to engage as full 
members of the U.S. negotiating team. For example, we believe that the EPA should co- 
chair the U.S. delegation to the WTO’s Committee on Trade and the Enwonment. In 
general, we encourage better coordination between EPA and other agencies involved in 
trade and investment negotiations. To help make this happen, both the EPA and the 
USTR will need to devote greater resources to issues where trade and environmental 
policies intersect. 

We also believe that environmental impact assessments (EIA) should become standard 
operating practice for both governments and businesses engaged in international 
commerce. EIAs for trade and investment agreements, prepared by the Environmental 
Protection Agency, the National Oceanic and Atmospheric Administradon, the Secretary 
of the Interior, and the Council on Environmental Qual%, should become mandatory. To 
eliminate suspicions surrounding the timing, scope and nature of environmental 
assessments, we recommend that the USTR work with environmental agencies ami the 
interested public to issue relations prescribing the proc^ and contents of EIAs for 
trade agreements. Such rules should require that assessments be prepared early enough in 
negotiations to guarantee timely public ^closure, to provide adequate time for public 
comments, to assess outcomes of potential alternatives, and to enable negotiators to take 
into account the analysis produced. A final EIA would be submitted to Congress as part 
of the supporting statements. 

It is our belief that private businesses engage in international trade and investment should 
also be required to conduct individual environmental assessments. Such reports, made 
available to the public, helps citizens stay informed of the implications for enviromnental 
quality posed by prospective investments or business operations. PubUc disclosure helps 
broaden understanding between industry and communities of the steps taken to protect the 
environment, and enables dtizens to play a more central role in determining the economic 
direction for their communities. We look to the Administration to promote more 
cooperative butiness-community relations by including first steps toward this 
recommendation in their request for &st track. 

Parallel Negotiations 

Trade negotiations can create the political opportunity to negotiate additional, 
complementary agreements designed to address the broader soraal and enwonmental 
implications of regional economic integration. Negotiating such agreements helps 
st^eholders play a mOre active role in determining the economic and environmental 
flrtures of their communities. To realize such pamM goals, however, these n^otiations 
must be linked to the trade agreement itself and to US congressional actioa As part of any 
trade negotiations in the Western Hemisphere, we therefore ask the Adnunistration to 
commit to negotiate, and to submit as part of any trade l^slation presented to Congress, 
the following parallel agreements: 
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Appropriate Extension of the North American Commission for Enviionmental 
Cooperation (CEO: Contrary to popular opinion, we believe tiiat the CEC’s performance 
over the past three years merits our support. The recently released inventory of toxic 
release data in North America, programs such as the protection of the marine environment 
from land-based activities and study of the long-range transport of air pollution in North 
America, offer concrete evidence of the CEC’s ability to develop solutions to trans- 
boundary environmental problems. We urge the Administration to use trade and 
investment negotiations as an opportunity to extend the concept of the CEC to include the 
entire Western Hemisphere. 


; The BECC and NADBank 


were negotiated to provide Mexico-U.S. border residents with the power to propose and 
finance environmental infrastructure projects in a matmer consistent with their own visions 
for sustainable development. The Inter- American Development Bank (lADB) already 
exists as a financing mechanism for the hemisphere, but its mandate to finance primarily 
government-sponsored development projects, and its spotty record of citizen participation 
have left some affected citizens angered by the lADB’s performance. The WHSDC would 
act in a “BECC-like” fashion by working with community residents to develop fin^cially 
feasible projects designed to address the broader implications of economic integration. 
Approv^ projects would then become part of the lADB’s loan portfolio. 


The National 'VTOdlife Federation believes that trade liberalization can be an important part 
of national and international efforts to promote sustainable development. Properly 
constructed trade and investment agreements, and parallel environmental agreements 
dedicated to addressing the broader implications of economic integration, enable peoples 
in all countries to benefit from expanding wealth and responsible resource use. We urge 
you to create a negotiation process that deals effectively with trade-related environmental 



cc: Mr. Robert T. Novick, Esq. Counselor to the United States Trade Representative, 

Executive Office of the President 


Chairman Crane. Thank you. 

And next is Mr. Mohatarem. 

STATEMENT OF G. MUSTAFA MOHATAREM, CHIEF 
ECONOMIST, GENERAL MOTORS CORP., DETROIT, MICHIGAN 

Mr. Mohatarem. Thank you, Mr. Chairman and Members of the 
Subcommittee. My name is Mustafa Mohatarem. i'm chief econo- 
mist for Generai Motors Corp. i weicome the chance to be here 
today on behaif of Generai Motors to discuss the positive impact of 
the North American F ree Trade Agreement on GM, its empioyees, 
and customers, and to state GM's strong support for granting fast 
track trade negotiating authority to the President. 
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GM was an early and strong supporter of NAFTA. NAFTA prom- 
ised to deliver more rapid economic growth, improve living stand- 
ards, increase prosperity, and an increase in higher paying jobs. It 
also carried with it the prospect of enhanced cooperation and good- 
will among the United States, Mexico, and Canada. 

Although NAFTA will not be fully implemented for another 12 
years, it is already living up to these promises. The United States 
auto industry has long benefited from free trade with Canada, but 
prior to NAFTA, Mexico's market was effectively closed to exports 
of autos from the United States. In 1993, the year before NAFTA 
went into effect, GM's vehicle exports to Mexico from the United 
States were close to zero. In 1996 GM exported over 32,000 units 
valued at $650 million to Mexico from the United States, and we 
expect that number to double this year. 

This increase in exports from the United States augmented our 
product line in Mexico and was a major factor in GM becoming the 
largest seller of vehicles in Mexico for the first time in their 70- 
year history in that country. What is truly remarkable is that this 
increase in exports has occurred in the face of one of the deepest 
recessions in Mexican history. We expect United States exports to 
rise even more as Mexico's economy recovers. Indeed, Mexico is re- 
bounding far more quickly and strongly than anyone could have 
imagined. Clearly, Mexico's decision to honor its NAFTA commit- 
ment, despite the plunge in domestic demand, ultimately served to 
accelerate recovery. 

I want to emphasize that, prior to NAFTA, GM, along with Ford 
and Chrysler, all had assembly operations in Mexico that served 
the United States and Mexican markets. Although exports from 
these facilities have increased since the effective date of NAFTA, 
the driving force for this change is not NAFTA, but the high de- 
mand for vehicles in the strong U.S. economy. 

Indeed, contrary to the fears of NAFTA opponents, employment 
in the United States auto industry has increased by 110,000 be- 
tween 1993 and 1996. The enormous increase in high-productivity, 
high-wage jobs in the U.S. auto industry is quite significant when 
one considers the competitive pressures on automakers to do more 
with less. The globalization of the U.S. motor vehicle industry has 
forced GM and other U.S. auto producers to rationalize operations 
in order to compete with competitors from around the world. 
NAFTA has been an important force in facilitating the necessary 
rationalization. 

For example, because of GM's increased ability to import vehicles 
into Mexico, GM has been able to reduce the number of models pro- 
duced in Mexico to achieve better economies of scale. At the same 
time, we are better able to coordinate the production in all three 
NAFTA countries to achieve more level production scheduling. This 
helps overall competitiveness, which in turn benefits our workers 
and other GM stockholders. 

Certainly, enhanced competitiveness is the best way to assure 
high-wage jobs, and one important measure of competitiveness is 
whether the company exports or not. I n this context, it is important 
to note that on the average, wages in U.S. companies that export 
tend to be 10 to 15 percent higher than wages in nonexporting com- 
panies. That is certainly true for the U.S. motor vehicle industry. 



116 


which in the face of growing internationai competition has been 
abie to offer empioyees higher wages. Wages of the industry in- 
creased 74 percent above the average increase for the U.S. private 
sector over the iast 3 years. 

Unfort unateiy, it is difficuit to compieteiy sort out the pure ef- 
fects of NAFTA from the positive effects of a strong United States 
economy, especiaiiy because trade between the United States and 
Mexico is such a smaii percentage of the U.S. economy. But i be- 
iieve few wouid argue with the proposition that open markets of 
the United States created by NAFTA and other trade agreements 
have aiiowed the Federai Government to pursue a more rapid rate 
of economic growth and job creation than otherwise wouid have 
been the case. 

Aiso, given the woridwide trend toward the iiberaiization of 
trade, the U.S. cannot afford to sit on the sideiines as other nations 
forge preferentiai trading arrangements. On our continent, both 
Mexico and Canada have compieted free trade pacts with Chiie. 
This makes it increasingiy more cost effective for GM to export ve- 
hicies and parts from Mexico or Canada to Chiie than from the 
United States. And now both Mexico and Canada are expioring 
preferentiai trading reiationships with the MERCOSUR countries, 
just as the European Union is negotiating session protocois with 
centrai Europe. 

Aithough we're convinced that NAFTA promotes the best interest 
of the United States and the U.S. economy, GM recognizes that 
change and restructuring can cause temporary, but significant 
probiems and disiocation. We beiieve the best approach is not to re- 
ject NAFTA, but to identify the probiems and to turn them into op- 
portunities. 

GM, aiong with a number of motor vehicie and parts companies, 
is sponsoring an indepth anaiysis of NAFTA that is being coordi- 
nated by the Center for Strategic and internationai Studies. We 
hope this anaiysis wiii improve our understanding about how 
NAFTA is impacting the auto sector and what, if any, changes are 
required to increase NAFTA's benefits for the sector. 

But it's aiso important to recaii that NAFTA is more than a 
trade agreement; it has an expectation that it wiii improve working 
between our country, Canada, and Mexico on issues such as na- 
tionai security, immigration, and drugs. And anaiogous to that, GM 
is trying to work with aii three governments, especiaiiy the Mexi- 
can Government, on a number of initiatives that wiii provide 
broad-based benefits for the communities where we have operations 
in Mexico. 

For exampie, in 1994 GM entered into a voiuntary audit agree- 
ment with Mexico's nationai environmentai agency to deveiop an 
environmentai audit pian to conduct baseiine audits of aii our 
Mexican fadiities and to deveiop and impiement corrective action 
pians. The standards utiiized themseives are consistent with GM's 
environmentai principies, which are at ieast as rigorous as those 
used in our U.S. fadiities. 

GM aiso has been experimenting with a variety of GM empioyee 
benefit programs for our Mexican empioyees. For exampie, under 
a joint program between Dei phi Automotive, our automotive compo- 
nent division, and the Mexican Government, GM is heiping quaii- 
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fied employees purchase their own homes. Over the next 6 years, 
this program will help to build 7,000 homes in six cities for GM 
employees. 

Thus, our assessment of NAFTA is very positive. What's more is 
the benefits of NAFTA can only be expected to grow in the future. 
Thus, not only does General Motors continue to be a strong pro- 
ponent of NAFTA, but we also support its expansion to other hemi- 
spheric countries, beginning with Chile. We hope that you'll grant 
the President the authority to negotiate those agreements. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 

statement of G. Mustafa Mohatarem, Chief Economist, General Motors 
Corp., Detroit, Michigan 

Thank you, Mr. Chairman and Members of the Committee. My name is Mustafa 
Mohatarem. I am Chief Economist, Generai Motors Corporation. I weicome the 
chance to be here today on behaif of Generai Motors to discuss the impact of the 
North American Free Trade Agreement (NAFTA) on GM, its empioyees and cus- 
tomers. 

• GM was an eariy and strong supporter of NAFTA. NAFTA promised to deiiver 
more rapid economic growth, improved iiving standards, increased prosperity, and 
an increase in higher paying jobs. It aiso carried with it the prospect for enhanced 
cooperation and goodwiii among the U.S., Mexico and Canada. Aithough NAFTA 
wiii not be fuiiy impiemented for another tweive years, it is aiready iiving up to 
these promises. 

• The U.S. auto industry has iong benefited from free trade with Canada, but 
prior to NAFTA, Mexicos market was effectively closed to exports of autos from the 
U.S. In 1993, the year before NAFTAs market opening provisions went into effect, 
GMs vehicle exports to Mexico from the U.S. were close to zero. In 1996, GM ex- 
ported over 32,000 units (valued at approximately $650 million) to Mexico from the 
U.S. —and, we expect that number to double this year. This increase in exports from 
the U.S. augmented our product line in Mexico, and was a major factor in GM be- 
coming the largest seller of vehicles in Mexico for the first time in our 70-year his- 
tory in that country. 

• What is truly remarkable is that this increase in exports has occurred in the 
face of one of the deepest recessions in Mexican history. We expect U.S. exports to 
rise even more as Mexicos economy recovers. Indeed, Mexico is rebounding far more 
quickly and strongly than anyone could have imagined. Clearly, Mexicos decision to 
honor its NAFTA commitments despite the plunge in domestic demand ultimately 
served to accelerate recovery. 

• I wish to emphasis that, prior to NAFTA, GM, Ford and Chrysler all had as- 
sembly operations in Mexico that served the U.S. and Mexican markets. Although 
exports from these facilities have increased since the effective date of NAFTA, the 
driving force for this change was not NAFTA, but the high demand for vehicles in 
a strong U.S. economy. Indeed, contrary to fears expressed by NAFTA opponents, 
employment in the auto industry has increased by 110,000 between 1993 and 1996. 

• This enormous increase in high productivity, high wage jobs in the U.S. auto 
industry is quite significant when one considers the competitive pressures on auto- 
makers to do more with less. The globalization of the U.S. motor vehicle industry 
has forced GM and other U.S. auto producers to rationalize operations in order to 
compete with competitors from around the world. NAFTA has been an important 
force in facilitating this necessary rationalization. 

• For example, because of the increased ability to import vehicles into Mexico, 
GM has been able to reduce the number of models produced in Mexico to achieve 
better economies of scale. At the same time, we are better able to coordinate the 
production in all three NAFTA countries to achieve more level production schedul- 
ing. This helps overall competitiveness, which, in turn, benefits our workers and 
other GM stakeholders. 

• Certainly, enhanced competitiveness is the best way to assure high -wage jobs. 
And, one important measure of competitiveness is whether a company exports or 
not. In this context, it is important to note that on average, wages in U.S. compa- 
nies that export tend to be 10-15 percent higher than wages in non-exporting com- 
panies. That is certainly true for the U.S. motor vehicle industry, which in the face 
of growing international competition, has been able to offer employees higher wages. 
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Wages in the industry increased 74% above the average increase for the U.S. private 
sector. 

• Unfortunateiy, it is difficuit to compietely sort out the pure effects of NAFTA 
from the positive effects of a strong U.S. economy, especiaiiy because trade between 
the U.S. and Mexico is such a smaii percentage of the U.S. economy. But, few wouid 
argue with the proposition that open markets in the U.S. created by NAFTA and 
other trade agreements have aiiowed the Fed to pursue a more rapid rate of eco- 
nomic growth and job creation than wouid otherwise been the case. 

• Given the woridwide trend toward the iiberaiization of trade, the U.S. cannot 
afford to sit on the sideiines as other nations forge preferentiai trading arrange- 
ments. On our continent, both Mexico and Canada have compieted free trade pacts 
with Chiie. This makes it increasingiy more cost-effective for GM to export vehicies 
and parts from Mexico or Canada to Chiie than from the U .S. And, both Mexico and 
Canada arecurrentiy expioring preferentiai trading reiationships with the Mercosur 
countries, just as the European Union is negotiating accession protocois with Cen- 
trai Europe. 

• Aithough we are convinced that NAFTA promotes the best interests of the U.S. 
and the U.S. economy, GM recognizes that change and restructuring can cause tem- 
porary, but significant probiems and disiocations. We believe the best approach is 
not to reject NAFTA, but to identify the problems and to turn them into opportuni- 
ties. GM, along with a number of other motor vehicle and parts companies, is spon- 
soring an in-depth analysis of NAFTA that is being coordinated by the Center for 
Strat^ic and International Studies. We hope this analysis will improve our under- 
standing about how NAFTA is impacting the auto sector and, what if any changes 
are required, to increase NAFTAs benefits for the sector. 

• In evaluating NAFTA, we need to remember that cooperation on trade matters 
makes it much easier for us to work together with other countries on non-economic 
matters, such as national security, immigration and drugs. At GM, we are working 
with the Mexican government on a number of initiatives that we hope will provide 
broad-based benefits for the communities where we have operations in Mexico. 

• For example, in 1994, GM entered into a voluntary audit agreement with the 
Mexicos national environmental agency (then named SEDESOL, now called 
SEMARNAP) to develop an environmental audit plan, to conduct baseline audits in 
all of our Mexican facilities and to develop and implement corrective action plans. 
The scope of the project was broad, going beyond a traditional environmental focus 
to include health and safety, facilities engineering and security issues, and indus- 
trial hygiene. Considerable time and effort have gone into this project. The results 
have been very positive. The standards themselves are at least as rigorous as those 
used in our U.S. facilities. 

GM has also been experimenting with a variety of new employee benefit programs 
for our Mexican employees. For example, under a joint program between Delphi 
Automotive, our automotive components division, and the Mexican government, GM 
is helping qualified employees purchase their own homes. Over the next six years, 
this program will help to build 7,000 homes in six cities for GM employees. 

Our assessment of NAFTA is very positive. Whats more, the benefits of NAFTA 
can only be expected to grow in the future. Thus, not only does General Motors con- 
tinue to be a strong proponent of NAFTA, but we also support its expansion to other 
hemispheric countries, beginning with Chile. 


Chairman Crane. Thank you all for your testimony. 

Mr. Mohatarem, the UAW contends that, since NAFTA, it has 
led to a massive loss of jobs. And yet the Bureau of Labor Statistics 
says that, since NAFTA, employment in motor vehicles has in- 
creased by 12.2 percent; employment in automotive parts has in- 
creased by 16.1 percent; and total employment in the auto industry 
has increased by 14.1 percent. Do you have any understanding as 
to why the UAW would contradict the Bureau of Labor Statistics 
on their assessment of NAFTA? 

Mr. Mohatarem. Mr. Chairman, I believe the UAW will be testi- 
fying later, and I'll let them answer. But, as I said, the industry 
on net has added 110,000 jobs in the last 3 years. 
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Chairman Crane. Well, that's my understanding, and I'm puz- 
zled by those claims. 

Mr. Van Putten, I want to put the same question to you that I 
put to Mr. Sweeney, and that is. Why were a majority of the dis- 
pute settlement cases taken up under the environmental side 
agreement of NAFTA filed against the United States and Canada 
instead of against Mexico? 

Mr. Van Putten. Mr. Chairman, based on our experience with 
the CEC, I would speculate that the reasons are, first of all, there 
is a greater tradition in the United States and Canada of citizen 
activism to protect the quality of the environment. So there was 
earlier and greater perception of the opportunities, as I related. 
Based on our experience and working session on this in Arizona, 
we believe the Mexican citizens are waking up to that opportunity. 

Second, I believe there was perhaps a view that if the earliest 
and most aggressive uses of that mechanism appeared to target 
Mexico, it would make Mexico and other countries in the future 
less willing to participate in those institutions; that it was viewed 
as a long-term mechanism that needed to work. 

Third, the United States and Canada may have deserved some 
of those petitions. The CEC's recent release information on toxic re- 
leases indicated that the Providence of Ontario was the worst viola- 
tor in terms of toxic emissions. I don't think we ought to suppose 
that the petitions that were filed were not well founded and didn't 
raise important and credible concerns. 

Chairman Crane. Thank you very much. 

Mr. English. 

Mr. English. Thank you, Mr. Chairman. 

Mr. Van Putten, I was taken by your testimony. I think you 
touched on an issue that has concerned me very much about the 
administration's NAFTA report, and that is the effectiveness of the 
Commission for Environmental Cooperation, the result of the envi- 
ronmental side agreement that was supposed to be a significant 
part of the NAFTA, and as I understand it, was the proximate 
cause of your organization actively supporting NAFTA several 
years ago, before I came to Congress. 

May I ask, what are the problems you see currently with the 
Commission for Environmental Cooperation? Is there any way 
those structural problems can be corrected? 

Mr. Van Putten. Congressman English, you are correct that the 
commitment to the CEC was a very important component, and the 
parallel agreement was an important element of NWF's desire to 
aggressively support NAFTA. 

Our experience with the CEC— and in my prior role up to 1 year 
ago, as the director for 14 years of NWF's Great Lakes operations, 
I had personal involvement with the CEC— our view is, first of all, 
creating a new institution like that, there's a learning curve, and 
much of what we saw we think was just getting its priorities 
straight, developing a work plan, assembling staff, and all of those 
things one expects to see associated with a new institution. 

Second— and we have communicated this often and forcefully— 
we have been disappointed in the lack of the administration's at- 
tention to the CEC and the lack of consistent and high-level par- 
ticipation by the administration and the United States in the CEC 
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and helping to make it work. We believe, based on some recent con- 
versations, that there may be an increase and heightened atten- 
tiveness to the CEC, and we certainly welcome that. 

Third, I believe there was some sorting out of the role of the CEC 
vis-a-vis other and existing institutions, and the one that I was 
most personally familiar with was the International J oint Commis- 
sion which exists to deal with Great Lakes issues between the 
United States and Canada, and there was a significant amount of 
sorting out how does the CEC relate to that institution. I cannot 
speak from personal experience in terms of Mexico, but I would 
offer those as three reasons. 

Mr. English. One of the major concerns going into NAFTA, that 
NAFTA had presumably hoped to provide progress toward address- 
ing, was the problem of waste coming out of the maquiladora facili- 
ties along our border. At the time NAFTA passed, the bulk of the 
waste being generated by those facilities was not being tracked; we 
don't know where it was going. Are you confident that there has 
been significant progress by Mexico in addressing those problems, 
in tracking the waste, and in investing in facilities along the border 
that are improving the environment? 

Mr. Van Putten. Congressman, I cannot speak limited to just 
Mexico. I would point out, as we addressed in the written testi- 
mony, that we believe the BECC, in certifying 16 infrastructure 
projects and NADBank in funding 4 of them, that we have begun 
to use that mechanism to address some of these infrastructure 
issues. 

Second, the issue of tracking and sharing information is a critical 
one. It is a means to empower citizens to know about environ- 
mental conditions, and if they know about them, they can act to 
solve them. And we believe that the CEC, in particular, and the 
reports and the 11 investigations they've commenced so far, has 
begun to serve that role of assembling and releasing information. 

Mr. English. My last question, Mr. Van Putten, is a more gen- 
eral one, but is very central to me and my attitude toward not so 
much NAFTA, but future trade negotiations. I realize it has been 
a stated priority of many in the environmental movement and 
many in the labor movement that there be some sort of upward 
harmonization of laws and of enforcement of laws in a number of 
different areas, so that there is a level playingfield for American 
versus other foreign products in competing in the marketplace. 

We all know that environmental enforcement has substantial 
costs attached to it. My concern in the context of fast track is a 
broad-based fast track that would embrace environmental and 
labor concerns might create an opportunity of harmonization that 
would not necessarily be upward from our perspective. 

FI as your organization considered the potential danger of down- 
ward harmonization through a fast track process, and do you think 
that is a legitimate concern? 

Mr. Van Putten. Congressman, we are concerned about that 
phenomenon, and in my written testimony we identify three in- 
stances subsequent to NAFTA where we are concerned that U.S. 
laws have come under that sort of pressure. 

We believe in the potential of free trade to be a very effective tool 
to enhance environmental protection, but we don't think that that 
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can happen based only on promises that in the sweet by-and-by we 
will address those concerns. We believe they are central to trade 
agreements, and that specific negotiating objectives would make 
that clear from the U.S. perspective, that those issues are on the 
table not only in that defensive way, but in the proactive way of 
using trade to improve the quality of the environment in our trad- 
ing partners' countries. 

Mr. English. Thank you. And, Mr. Chairman, thank you for the 
opportunity. 

Chairman Crane. Well, again, we want to express appreciation 
to all of you for your testimony before the Subcommittee today, and 
we look forward to maintaining ongoing contact and communica- 
tion with you. Please contact us, and vice versa, because we rely 
upon the insights that you people have in terms of the con- 
sequences of the actions that we take here. And, once more, I 
thank you. 

And with that, I'd like to introduce the next panel of witnesses, 
and we will begin with Bob Stallman, president of the Texas Farm 
Bureau; Jerry King, president of the National Pork Producers 
Council; Janet Nuzum, vice president and counsel to the Inter- 
national Dairy Foods Association; and Larry Martin, president of 
the American Apparel Manufacturers Association. 

And, again, I'd like to remind all witnesses to try and confine 
their oral presentations to 5 minutes, and to reassure you that all 
written testimony will be inserted into the record. 

And with that, we shall commence with Mr. Stallman. 

STATEMENT OF BOB STALLMAN, PRESIDENT, TEXAS FARM 

BUREAU; ON BEHALF OF AMERICAN FARM BUREAU 

FEDERATION 

Mr. Stallman. Thank you, Mr. Chairman and Members of the 
Subcommittee. I am Bob Stallman, president of the Texas Farm 
Bureau, and I'm here today representing the American Farm Bu- 
reau Federation. I want to thank you for this opportunity to testify 
concerning the status of NAFTA with Canada and Mexico. 

The American Farm Bureau represents 4.7 million members in 
the United States and Puerto Rico. Our members produce every 
type of farm commodity that is grown in America. 

At the time NAFTA was implemented in 1994, Farm Bureau was 
one of its strongest supporters. Even today, we continue to believe 
that higher living standards around the world depend upon mutu- 
ally beneficial trade among nations. But this transition to higher 
living standards has been a bit bumpy as far as NAFTA is con- 
cerned. Our members generally agree that free trade is the ulti- 
mate goal, but believe that fair two-way trade without undue bar- 
riers must be the immediate goal. With this caveat in mind, the 
facts and figures still lead to the conclusion that NAFTA ultimately 
has been a success for all three trading partners: The United 
States, Canada, and Mexico. 

The Farm Bureau cosponsored the Promar International report, 
"U.S. Agricultural Export Experience With NAFTA Partners," 
which has been submitted for the record. This report provides an 
objective look at the impacts of NAFTA on agriculture. Also in- 
cluded in the submitted testimony are recent USDA figures con- 
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cerning this accord. These reports reveal that NAFTA can and 
should be the success that each of us desires. 

These numbers show that United States agricultural trade with 
both Mexico and Canada has increased since the implementation of 
NAFTA. Flowever, the devaluation of the Mexican peso has made 
United States goods more expensive in Mexico and Mexican goods 
less expensive in the United States. Thus, a significant 1994 
United States agricultural trade surplus with Mexico vanished dur- 
ing 1995, but has strengthened again in 1996 and 1997 as the 
Mexican economy has shown renewed signs of growth. 

The NAFTA guaranteed movement of exports to Mexico during 
the peso devaluation. The agreement precluded Mexico from stop- 
ping all imports to protect its foreign currency base. Trade contin- 
ued through even the lowest peso level, and now with a more sta- 
ble peso, the United States is again running an agricultural trade 
surplus with Mexico. 

Now for a couple of the bumpy spots. Mexican tomatoes entered 
the United States at record levels during 1996. For the 8-month pe- 
riod, imported Mexican tomatoes measured in dollars were up al- 
most to 70 percent. This situation caused severe problems for Flor- 
ida tomato farmers, but the situation was believed to be solved 
through negotiations between our growers and Mexico. Flowever, it 
appears that the suspension agreement is not being enforced and 
Mexican tomatoes are again disrupting the market. 

Being from Texas, we had a massive influx of cattle after the im- 
plementation of the NAFTA after 1994, but that was based on the 
devaluation of the peso and also a drought in the cattle-producing 
areas. This created some consternation with NAFTA, but it was 
misplaced because NAFTA had nothing to do with this particular 
influx of cattle into the United States. 

The United States ran a positive, but narrowing, agricultural 
trade surplus with Canada until last year. For both 1996 and 1997, 
we expect to run a slight agricultural trade deficit with Canada. A 
portion of this deficit relates to the fact that Canada continues to 
help its dairy and poultry industries outside the terms of the agree- 
ment and places very high tariffs on our dairy and poultry com- 
modities, limiting our exports to Canada. Canada also continues to 
supply-manage its grain used in the Canadian Wheat Board. Can- 
ada may be living up to the letter of the NAFTA, but not the full 
spirit of more open markets. We must find a way to address these 
issues with the Canadians. Still, our exports to Canada have con- 
tinued to rise under NAFTA. 

Mr. Chairman, NAFTA has been good for agriculture as a whole, 
although adjustments are needed for some sectors. The Farm Bu- 
reau believes that n^otiating and modifying existing trade agree- 
ments and establishing new agreements is critical to the competi- 
tiveness of U.S. agriculture. The ability to expand existing markets 
and open new markets will dictate the future of our industry and 
the well-being of the Nation. 

Let's look at some of the reasons why trade and good trade 
agreements are critical to agriculture. One, the well-being of U.S. 
agriculture is tied to competitiveness in global markets. U.S. agri- 
cultural exports have more than doubled from 29 billion in 1984 to 
60 billion in 1996. Much of this growth has been attributed to ef- 
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forts to open markets through trade agreements and multilateral 
trade negotiations. 

Two, good trade agreements are critical to opening markets. In 
a world where over 95 percent of the world's consumers live outside 
of the United States, and where U.S. agriculture already depends 
on exports for one-third of all sales, we must have new and ex- 
panded markets. 

Three, commercial competitiveness is critical to our position of 
0obal leadership. Canada, China, J apan, and the others are forg- 
ing preferential commercial alliances with emerging markets which 
put American exports at a disadvantage. 

Four, exports create American jobs. Today more than 11 million 
American jobs are supported by exports. 

And, five, with respect to agriculture specifically, the next round 
of talks in the World Trade Organization is to begin in 1999. Amer- 
ican agriculture must be in a position to lead the renegotiation of 
the Uruguay round General Agreement on Tariffs and Trade for 
Agriculture. Some issues of importance in this Round include in- 
creased market access, resolution of state trading issues, greater 
transparency between trading partners, greater adherence to sound 
science in resolving sanitary and phytosanitary issues, rules of ori- 
gin, export subsidies, internal support schemes disguised as envi- 
ronmental payments, and clearly defined trade in genetically modi- 
fied organisms. Negotiations to cut trade barriers in the $526 bil- 
lion global agricultural market will define the structure of Amer- 
ican agriculture for the next decade. 

We are looking forward to the President's request for fast track 
authority, and we'll take a very careful look at this request to see 
that it meets the industry's ne^s. As you are aware. Farm Bureau 
is working with the administration and Congress to address spe- 
cific issues of concern to the Farm Bureau before committing to full 
support for fast track authority. These issues include: One, lan- 
guage in the legislation that would require the administration to 
address the issues of tariff equalization and increasing market ac- 
cess or requiring U.S. trading partners to eliminate tariff barriers 
within specified timeframes; two, language in the legislation that 
binds the trading partners to resolving sanitary and phytosanitary 
disputes on the basis of sound science; and, three, securing actions 
by the administration and Congress that would lead to changes in 
international agreements and U.S. laws and practices that would 
facilitate and shorten dispute resolution procedures and processes, 
especially in issues involving perishable products. This would in- 
clude changes in international agreements and U.S. law which 
would redefine a crop or growing season. 

Mr. Chairman, the U.S. market is already open; others are not. 
It's important that we work to get those other markets open to U.S. 
agricultural products. 

Thank you for holding this hearing, and we look forward to work- 
ing with you and the Subcommittee to implement strong trade 
agreements. 

[The prepared statement follows:] 
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Statement of Bob Stallman, President, Texas Farm Bureau; on Behalf of 
American Farm Bureau Federation 

Mr. Chairman and members of the Committee, I am Bob Staiiman, president of 
the Texas Farm Bureau. I am here today representing the American Farm Bureau 
Federation as weii as the Texas Farm Bureau. I want to thank you for this oppor- 
tunity to testify concerning the status of the North American F ree Trade Agreement 
(NAFTA) with Canada and Mexico. The American Farm Bureau represents 4.7 mii- 
iion member famiiies in the United States and Puerto Rico. Our members produce 
every type of farm commodity grown in America. 

NAFTA, as you know, was impiemented on J anuary 1, 1994. At that time. Farm 
Bureau was one of its strongest supporters. Even today we continue to beiieve that 
higher iiving standards around the worid depend upon mutuaiiy benefidai trade 
among nations. But, this transition to higher living standards has been a bit bumpy 
as far as NAFTA is concerned. Our members generally agree that free trade is the 
ultimate goal, but believe that fair two-way trade without undue barriers must be 
the goal. 

With this caveat in mind, the facts and figures still lead to the conclusion that 
NAFTA ultimately has been a success for all three trading partners, the United 
States, Canada and Mexico. 

Farm Bureau co-sponsored the Promar International report, "U.S. Agricultural 
Export Experience with NAFTA Partners," which has been submitted for the record. 
This report provides an objective look at the impacts of NAFTA on agriculture. 

Also included in this testimony are recent USDA figures concerning this accord. 
These reports reveal that NAFTA can and should be the success that each of us de- 
sires. 


TABLE 1- U.S. Agricultural Trade with NAFTA Countries 

[Billions of $] 



1994 

1995 

1996 

1997 

Exports to Mexico 

4.1 

3.7 

5.0 

5.5 

1 mports from M exi co 

2.8 

3.7 

3.8 

3.8 

T rade Balance 

1.3 

0.0 

1.2 

1.7 

Exports to Canada 

5.3 

5.8 

6.0 

6.5 

1 mports from Canada 

5.2 

5.4 

6.5 

6.9 

T rade Balance 

0.1 

0.4 

(0.5) 

(0.4) 


As you can see, U.S. agricultural trade with both Mexico and Canada has in- 
creased since the implementation of NAFTA. Flowever, the devaluation of the Mexi- 
can peso has made U.S. gocds more expensive in Mexico and Mexican gcods less 
expensive in the United States. Thus, a significant 1994 U.S. agriculture trade sur- 
plus with Mexico vanished during 1995— but has strengthened again in 1996 and 
1997 as the Mexican economy has shown renewed signs of growth. 

The NAFTA agreement guaranteed movement of exports to Mexico during the 
peso devaluation. The agreement precluded Mexico from stopping all imports to pro- 
tect its foreign currency base. Trade continued through even the lowest peso levels. 

Now, with a more stable peso, the United States is again running an agriculture 
trade surplus with Mexico. This surplus is expected to continue during 1997. In fact, 
our agriculture exports to Mexico are expected to reach a record $5.5 billion this 
year. 

The most recent numbers indicate that the Mexican economy is beginning to show 
signs of added strength. U.S. agriculture exports to Mexico reached $5 billion in fis- 
cal 1996, led by increased purchases of corn, wheat, soybeans and cotton. This is 
an increase of $900 million from fiscal 1994— prior to the devaluation. A more sta- 
ble, but still cheaper, peso has helped turn around this trade situation. 

Fiscal year-to-date figures for October 1996 through May 1997 reveal this recov- 
ery and indicate that U.S. exports to Mexico rose in excess of 35 percent since Octo- 
ber of 1995. Bulk commodities have led this increase in exports. The following table 
compares this recovery with Mexico by commodity. 
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TABLE 2- U.S. Agricultural Trade with Mexico 

[$ Millions] 



Oct- May 

FY 1995 

Oct- May 

FY 1997 

% Change 2 Yr 
Pericd 

Exports to Mexico 

2,479 

3,380 

36% 

Coarse Grains 

447 

852 

90% 

Soybeans 

202 

550 

172% 

Cotton 

136 

172 

26% 

Wheat 

92 

155 

68% 

1 mports F rom M exi CO 

2,840 

2,922 

3% 

Vegetabies 

993 

988 

0% 

F resh F ruit 

265 

293 

11% 

Processed Fruit 

199 

214 

8% 

Cattie 

448 

123 

(73)% 

Coffee 

60 

78 

30% 


Mexican tomatoes entered the United States at record ieveis during 1996. For the 
eight-month pericd, imported Mexican tomatoes (measured in doiiars) were up ai- 
most 70 percent. This situation caused severe probiems for Fiorida tomato farmers. 
But, the situation was beiieved to be soived through negotiations between our grow- 
ers and Mexico. Fiowever, it appears that the suspension agreement is not being en- 
forced and Mexican tomatoes are again disrupting the market. Currency fiuctua- 
tions directiy impacted this change in prcduct movement. 

The data aiso indicate that cattie imports from Mexico iessened during the recov- 
ery. A 1994 drought in northern Mexico forced a massive iiquidation of their herds 
with many of those cattie moving through U.S. feediots thus, increasing imports to 
the United States. This situation turned around during the recovery. For the eight 
months (October-May) this year versus two years ago, cattie from Mexico to the 
United States (aiso in doiiars) were down over 73 percent. In this case a weather 
problem led to big changes in trade, not NAFTA. 

The United States ran a positive, but narrowing, agriculture trade surplus with 
Canada until last year. For both 1996 and 1997, we expect to run a slight agri- 
culture trade deficit with Canada. A portion of this deficit relates to the fact that 
Canada continues to help its dairy and poultry industries outside the terms of the 
agreement and places very high tariffs on our dairy and poultry commodities, limit- 
ing our exports to Canada. Canada also continues to "supply manage" its grains 
using the Canadian Wheat Board. Canada may be living up to the letter of the 
NAFTA agreement but not the full spirit of more open markets. We must find a 
way to address these issues with the Canadians. Still, our exports to Canada have 
continued to rise under NAFTA. 

According to a recent USDA report, the United States and Canada historically 
"share a common interest in agriculture and in agricultural trade." To verify this 
fact, the U.S. and Canada implemented the Canada F ree Trade Agreement (CFTA) 
on J anuary 1, 1989, to eliminate tariff and non-tariff barriers to trade over a 10- 
year period. This agreement was subsequently incorporated into NAFTA, with the 
exemption of the supply managed agricultural commodities that are causing trade 
distortions in dairy, poultry and grains. 

Since these accords were signed, however, bilateral trade has steadily progressed. 
By 1997, U.S. agriculture exports to Canada have risen to an estimated $6.5 billion, 
an increase of more than $2.5 billion from pre-CFTA days. Fruits and vegetables 
led the way, accounting for more than 35 percent of U.S. agriculture exports to Can- 
ada. In addition, the United States remains Canada's largest export market. During 
1995, about half of Canada's agriculture exports were to the United States. 

This year, U.S. exports to Canada and Canadian imports to the United States are 
both above $6 billion. Fiowever, trade problems still exist between our two countries 
in the area of wheat, barley, beef, poultry, dairy and potatoes. A NAFTA dispute 
panel ruled last year in favor of Canada in the dairy and poultry dispute. Thus, the 
United States still has some concerns about Canada's high border tariffs and the 
future monitoring and enforcing of our signed agreements. 

Mr. Chairman, NAFTA has been good for agriculture as a whole although adjust- 
ments are needed for some sectors. Farm Bureau believes that negotiating and 
modifying existing trade agreements and establishing new agreements is critical to 
the competitiveness of U.S. agriculture. 
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The ability to expand existing markets and open new markets will dictate the fu- 
ture of our industry and the well-being of the nation. Let us look at some reasons 
why trade and good trade agreements are critical to agriculture. 

The well-being of US agriculture is tied to competitiveness in global markets. U.S. 
agricultural exports have more than doubled from $29 billion in 1984 to $60 billion 
in 1996. Much of this growth has been attributed to efforts to open markets through 
trade agreements and multilateral trade negotiations, increasing per capita income 
in the rest of the world, production shortfalls in key regions, a weaker U.S. dollar 
and greater exports of value-added products. To guarantee the continuation of this 
trend, market expansion must be allowed to continue. 

Good trade agreements are critical to opening markets The rapidly expanding 
global economy presents enormous opportunities for farm families and agri- 
businesses. In a world where over 95 percent of the world's consumers live outside 
of the United States, and where U.S. agriculture already depends on exports for one 
third of all sales, we must have new and expanded markets. 

Commercial competitiveness is critical to our position of global leadership. Europe, 
Canada, China, J apan and others are forging preferential commercial alliances with 
emerging markets, which put American exports at a disadvantage. Those trade alli- 
ances also play a vital role in defining strategic relationships between countries and 
regions. 

Exports create American jobs. Today, more than 11 million American jobs are sup- 
ported by exports, including one in every five manufacturing jobs— good jobs, paying 
13-16 percent more than non-trade related jobs. Over the last four years, one quar- 
ter of our economic growth came from trade— exports created 1.4 million new jobs. 
Agriculture depends on exports for one-third of all sales. If we are to raise our 
standard of living, we must continue creating jobs through exports. 

Agriculture: The next round of talks in the World T rade Organization are to begin 
in 1999. American agriculture must be in position to lead the renegotiation of the 
Uruguay Round General Agreement on Tariffs and Trade for agriculture. Some 
issues of importance in this round include: increased market access; resolution of 
state trading issues; greater transparency between trading partners; greater adher- 
ence to sound science in resolving sanitary and phytosanitary issues; rules of origin; 
export subsidies; internal support schemes disguised as environmental payments; 
clearly defined trade in genetically modified organisms and an overall trade in prod- 
ucts of biotechnology based on sound science. Negotiations to cut trade barriers in 
the $526 billion global agriculture market will define the structure of American ag- 
riculture for the next decade. 

Global negotiations will address other key areas such as intellectual property 
rights, customs and government procurement rules which will not only affect agri- 
culture, but also the overall soundness of our economy. 

Sectoral Agreements: Negotiating authority would be used to negotiate industry 
sectors where the U.S. is most competitive. Barriers must be reduced in areas like 
environmental technology, biotechnology, medical equipment and computer soft- 
ware, areas where America leads the world. 

Regional Trade Agreements: Continuing regional initiatives presents vast oppor- 
tunities, and keeps the U.S. on a competitive basis with our neighbors and trading 
partners who, in some cases, have moved forward with agreements that would be 
disadvantageous to the U.S. 

Latin America and the Caribbean: This area was the fastest growing market for 
U.S. exports in 1996. If trends continue, Latin America and the Caribbean will ex- 
ceed the EU as a destination for U.S. exports by 2000 and exceed J apan and the 
EU combined by 2010. 

Asia: Contains the fastest growing economies in the world, with nearly 3 billion 
people. Independent forecasters put 1996 GDP for the region at $2.8 trillion and ex- 
pect real growth of 6 to 7 percent annually for the next 15 years. 

NAFTA is just one step in opening doors for U .S. trade. The administration tells 
us that with over 30 regional and bi-lateral agreements made over the past four 
years, the United States is only a signatory to one. That one is NAFTA. Other coun- 
tries are forging ahead while the administration has not had the authority to nego- 
tiate new or renegotiate existing trade agreements. 

Other countries are breaking down barriers for their producers. Since 1992, our 
competitors have negotiated 20 regional trade pacts without us. In every region of 
the world, this process continues. MERCOSUR is a developing customs union with 
ambitions to expand to all of South America; the EU has b^un a process to reach 
free trade with MERCOSUR; China's "strategic priorities" include Mexico, Argen- 
tina, Brazil, Chile, and Venezuela; J apan has undertaken high-level efforts in Asia 
and Latin America. 
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Canada has reached a trade agreement with Chile that will provide an 11 percent 
tariff reduction on Canadian products. Every time an American company competes 
to sell to Chile, it will face an immediate 11 percent disadvantage vis-a-vis its Cana- 
dian competitors. Canada also negotiated to exempt its supply managed dairy and 
poultry sectors from the agreement, allowing it to at any time in the future impose 
tariffs similar to those keeping U.S. dairy and poultry products out. This sets a very 
bad precedent for Canada to use during the 1999 WTO negotiations for exempting 
sectors of the industry. 

We are looking forward to the President's request for fast track authority. We will 
take a very careful look at this request to see that it meets the industry's needs. 
Farm Bureau fully recognizes that the United States must be in a position of leader- 
ship as trade negotiations move forward. Our negotiators must be in a position to 
renegotiate and expand some sections of NAFTA and to take the lead on bilateral 
and regional agreements. As we get closer to 1999 and the renegotiation of the agri- 
culture agreement in the World Trade Organization, our friendly trading partners 
are expecting the U.S. to take the lead in these renegotiations. 

As you are aware. Farm Bureau is working with the administration and Congress 
to address specific issues of concern to Farm Bureau before committing to full sup- 
port for fast track authority. These issues include: 

(1) Language in the l^islation that would require the administration to address 
the issues of tariff equalization and increasing market access by requiring U.S. trad- 
ing partners to eliminate tariff barriers within specified time frames; 

(2) Language in the legislation that binds the trading partners to resolving sani- 
tary and phyto-sanitary disputes on the basis of sound science: and 

(3) Securing actions by the administration and Congress that would lead to 
changes in international agreements and U. S. laws and practices that would facili- 
tate and shorten dispute resolution procedures and processes especially in issues in- 
volving perishable products. This would include changes in international agree- 
ments and U.S. law which would redefinea crop or growing season. 

We believe that at least the first two issues can be addressed in fast track legisla- 
tion and that the administration and Congress must take concrete actions to move 
forward on the third. 

The following statement is taken directly from the 1988 fast track legislation and 
should remain as part of the United States trade negotiating objective for the fu- 
ture: 

The overall trade negotiating objectives of the United States are to obtain— (1) 
more open, equitable, and reciprocal market access; (2) the reduction or elimination 
of barriers and other trade-distorting policies and practices; and (3) a more effective 
system of international trading disciplines and procedures. 

During the process of consideration of the expected request for fast track, this lan- 
guage must be strengthened and expanded to include definite goals and timetables 
that address agriculture's concerns. 

NAFTA and all of our trade agreements must be monitored and enforced. The 
American Farm Bureau Federation has been concerned for some time about the 
level of attention and commitment by the U.S. Trade Representative's Office (USTR) 
toward our issues and has called for a deputy ambassador for agriculture. We heart- 
ily applaud Ambassador Charlene Barshefsky for her designation of Peter Scher as 
ambassador for agriculture and an agricultural team at USTR. We believe that 
there should be a permanent position of deputy ambassador, not one which is at the 
mercy of personnel changes or changes in administrations. A deputy ambassador for 
agriculture at USTR and continued close coordination with USDA is critical for suc- 
cessful long-term agriculture trade. 

International trade can create a significant market for U.S. agricultural commod- 
ities. Agreements like NAFTA must ensure that trade remains both free and fair 
for all commodities. We need to continue to monitor and enforce these accords to 
make sure the benefits promised to farmers and ranchers are fully realized and 
move forward in creating new and stronger markets for all U.S. industries. 

Mr. Chairman, the U.S. market is already open. Others are not. The United 
States is the most open major market in the world. When we reach trade agree- 
ments, we give up very little, while other countries give up far more. We must work 
toward opening up our competitors' markets. We must have the strongest trade 
agreements possible. Agreements that do not jeopardize our industry for social 
issues but that move us forward in the global marketplace. 

Thank you for holding this hearing and we look forward to working with you to 
create strong trade agreements. 
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Chairman Crane. Thank you, Mr. Stallman. 

And before we proceed further, we have one 15-minute vote fol- 
lowed by three 5-minute votes. I've just been informed. And based 
upon how fast things move over there, if you folks haven't had 
lunch, you might consider it, because we're going to have to recess 
for a while. Please, I hope you can hang in there until we recon- 
vene the Subcommittee, but for right now we'll stand in recess, 
subject to the call of the Chair. The staff can keep track of how fast 
they're progressing over there and give you an idea of when we will 
reconvene. And thank you. 

[Whereupon, at 2:05 p.m., the Subcommittee recessed for lunch, 
to reconvene at 3:58 p.m. the same day.] 

Chairman Crane. We'll now reconvene, and our next witness to 
testify is Mr. King. 

STATEMENT OF J ERRY KING, PRESIDENT, NATIONAL PORK 
PRODUCERS COUNCIL 

Mr. J ERRY King. Mr. Chairman and Members of the Subcommit- 
tee, I'm Jerry King, an Illinois-based pork producer, owner, and 
general manager of a 2,500-sow operation. I 've been raising pork on 
my family farm since 1960, and I'm currently serving as president 
of the National Pork Producers Council. I certainly appreciate the 
opportunity to appear here today on behalf of the U.S. pork produc- 
ers to express our views on the benefits of NAFTA. 

The National Pork Producers Council played an integral role in 
coordinating a coalition of over 2 dozen U.S. agricultural organiza- 
tions which funded a report that examines the U.S. experience with 
agricultural trade under the NAFTA. The author of the study, M ar- 
tin Able of Promar International, has submitted written testimony 
to the Subcommittee today with a copy of the NAFTA report. 

The study concludes that, on balance, NAFTA has been very good 
for U.S. agriculture. Pork-specific findings confirm what we have 
known all along: NAFTA has been great for the U.S. pork industry. 
Mexico is now the pork industry's second most important market, 
behind J apan, in terms of value. Even with the devaluation of the 
peso, U.S. pork increased market share in Mexico. This would not 
have happened without NAFTA. 

United States pork now has over 95 percent of the Mexican pork 
import market. Further increases in pork exports to the Mexican 
market are virtually assured as tariff levels are phased down and 
as the Mexican economy strengthens. We are expecting a surge in 
Mexican pork consumption in the coming years. 

United States pork exports to Canada have increased in both vol- 
ume and value terms. During the 3-year period of NAFTA, overall 
United States pork exports to Canada increased 44 percent by vol- 
ume and 79 percent by value. 

Under the United States-Canada free trade agreement, this 
trend was already underway. In 1996 Canada was the third most 
significant export market for the United States pork industry in 
value terms. 

Like many other American pork producers, my family has bene- 
fited from NAFTA and other trade agreements through strong and 
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growing exports. The boost in exports over the past several years 
has been fundamental to the economic health of our business. Last 
year exports boosted the bottom line for all pork producers by add- 
ing an estimated $10 per head to cash hog prices. 

My family's positive experience with international trade agree- 
ments is shared by many others in American agriculture. Research 
conducted by the Economic Research Service of USDA indicates 
that for each dollar of value-added agricultural products such as 
pork, $1.63 in additional U.S. economic activity is generated. More- 
over, ERS calculates that every billion dollars in pork exports cre- 
ates an additional 23,000 new jobs in the U.S. economy. 

The continued growth and profitability of U.S. agriculture is in- 
extricably linked to continued trade liberalization through multilat- 
eral, regional, and bilateral trade agreements. That's why pork pro- 
ducers are ardent supporters of the renewal of fast track negotiat- 
ing authority. Yesterday our industry sent 300 producers to Capitol 
H ill to lead the charge for fast track. 

Secretary Glickman has said either we export or we die. I am in 
total agreement. In the U.S. economy at large, agriculture was the 
number one positive contributor to the U.S. trade balance in 1996. 
American agriculture is more than twice as reliant on foreign trade 
as compared to the U.S. economy as a whole. Simply put, if we 
don't get fast track renewed, U.S. agriculture will lose billions of 
dollars in the short term, and in the long run we risk losing our 
comparative advantage. 

The next round of global agricultural trade negotiations is sched- 
uled to begin in 1999. If the United States is not leading the charge 
in 1999, at best, nothing will happen, which means the U.S. agri- 
culture will lose billions of dollars of potential sales. At worst, the 
EU and other countries will build momentum for initiatives hostile 
to U.S. agriculture, such as weakening the sanitary and 
phytosanitary agreement. 

Adequate preparation for and participation in these negotiations 
require the renewal of fast track authority now. fast track author- 
ity is also needed so that the United States can pursue trade liber- 
alization with our Western Hemisphere neighbors and the 18 mem- 
bers of the Asia-Pacific Economic Cooperation Forum. 

The U.S. pork industry is disadvantaged by the failure of the 
United States to keep up with the pace of trade agreements in the 
Western Hemisphere. The rapidly expanding Brazilian pork indus- 
try, a key competitor to the United States industry, now has pref- 
erential access into many markets, to the detriment of United 
States producers. Canada, another significant competitor, has 
gained preferential access in the Chile market through a free trade 
agreement. 

We thank you, Mr. Chairman, for this opportunity. 

[The prepared statement follows:] 

statement of J erry King, President, National Pork Producers Council 

Mr. Chairman and members of the subcommittee: 

I am J erry King, a Victoria, I iiinois-based pork producer-owner and generai man- 
ager of a 2,500 sow farrow-to-finish operation. I have been raising hogs on my fam- 
iiy farm since 1958. I am current president of the Nationai Pork Producers Councii 
and I am aiso a member of NPPC's Board of Directors and Federation Councii. I 
appreciate the opportunity to appear on behaifof U.S. pork producers to express our 
views on the benefits of NAFTA. 
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The National Pork Producers Council is a national association representing 44 af- 
filiated states who annually generate approximately $11 billion in farm gate sales. 
According to a recent Iowa State study conducted by Otto and Lawrence, the U.S. 
pork industry supports an estimated 600,000 domesticjobs and generates more than 
$64 billion annually in total economic activity. 

With 10,988,850 litters being fed out annually, 1.065 billion bushels of corn valued 
at $2,558 billion are consumed by U.S. pork producers. Feed supplements and addi- 
tives represent another $2,522 billion of purchased inputs from U.S. suppliers which 
help support U.S. soybean prices, the U.S. soybean processing industry, local ele- 
vators and transportation services based in rural areas. 

Pork is the world’s meat of choice. Pork represents 44 percent of daily meat pro- 
tein intake in the world. Even though there's been a huge global market for pork 
and pork products, efficient U.S. producers were precluded from exporting signifi- 
cant volumes of pork in the pre-Uruguay Round Agreement, pre-NAFTA era. A com- 
bination of foreign market trade barriers and highly subsidized competitors kept a 
lid on U.S. pork exports. U.S. pork producers were ardent proponents of the Uru- 
guay Round Agreement and NAFTA. The industry strongly supports further trade 
liberalization measures. These trade agreements permit U.S. pork producers to ex- 
ploit their comparative advantage in international markets. 

Since 1995, when the Uruguay Round Agreement went into effect, U.S. pork ex- 
ports to the world have increased by approximately 45 percent in volume terms and 
75 percent in value terms from 1994 levels. Indeed, the U.S. pork industry exported 
over one billion dollars of pork for the first time in 1996. Explosive export growth 
will continue in 1997 and 1998. 

Study Demonstrates NAFTA is Great for Pork: 

The National Pork Producers Council played an integral role in coordinating a co- 
alition of over two dozen U.S. agricultural organizations which funded a report that 
examines the U.S. experience with agricultural trade under the NAFTA. 

The study concludes that, on balance, NAFTA has been very good for U.S. agri- 
culture. The study illustrates that: NAFTA has been a net gain for U.S. agriculture: 
U.S. agricultural trade with Canada and Mexico has increased; and that the U.S. 
has generally had a positive trade balance with both countries. Furthermore, the 
study indicates that NAFTA has been great for U.S. pork producers. 

The study, entitled "U.S. Agricultural and Food Export Experience with NAFTA 
Partners" was compiled by Promar International, an Alexandria, Va. -based research 
and consulting firm specializing in food and agriculture. The executive vice presi- 
dent of Promar international, Martin Abel, has submitted written testimony to the 
subcommittee today with a copy of the NAFTA report. 

Pork specific findings confirm what we have known all along; NAFTA has been 
great for the U.S. pork industry. Mexico is now the pork industry's second most im- 
portant market behind J apan in terms of value ($92 million in 1996). U.S. pork ex- 
ports to Mexico exploded in 1994 when NAFTA went into effect. Even with the de- 
valuation of the peso U.S. pork increased market share in Mexico— this wouldn't 
have happened without NAFTA. U.S. pork now has over 95% of the Mexican pork 
import market. 

Further increases in pork exports to the Mexican market are virtually assured as 
tariff levels are phased down and as the Mexican economy strengthens. We are ex- 
pecting a surge in Mexican pork consumption in the coming years. Current pork 
consumption is down from recent historic levels, but not long ago annual per capita 
kilograms of pork consumed in Mexico were about 20. That number declined to 
under 10 kilograms as hog cholera problems, unfortunate policies that basically 
stopped imports, and economic depression resulted in rising pork prices at a time 
of declining personal incomes for much of the population. 

If the per capita annual consumption of pork in Mexico rebounds only half-way, 
to 15 kilograms, this would translate into approximately an additional 400,000 met- 
ric tons of annual pork demand— an amount just under total U.S. pork exports in 
1996. 

U .S. pork exports to Canada have increased in both volume and value terms. Dur- 
ing the three year period of NAFTA, overall U.S. pork exports to Canada increased 
44 percent by volume and 79 percent by value. Under the U.S. -Canada FTA, this 
trend already was underway. In 1996, Canada was the third most significant export 
market for the U.S. pork industry in value terms ($77 million). 

Canada has served as a critically important source of live hogs for slaughter in 
the U.S. as the U.S. pork industry expands to keep pace with exploding global de- 
mand for pork. In 1996, approximately 15 percent of Canadian market hogs were 
exported to the United States. 



131 


Like many other American pork producers, my famiiy has benefitted from NAFTA 
and other trade agreements through strong and growing exports. The boost in ex- 
ports over the past severai years has been fundamentai to the economic heaith of 
our business. Last year exports boosted the bottom iine for aii pork producers by 
adding an estimated $10 per head to cash hog prices. 

My famiiy's positive experience with internationai trade agreements is shared by 
many others in American agricuiture. Research conducted by the Economic Re- 
search Service (ERS) of USDA indicates that for each doliar of vaiue-added agricui- 
turai exports such as pork, $1.63 in additionai U.S. economic activity is generated. 
Moreover, ERS caicuiates that every biiiion doliars in pork exports creates an addi- 
tionai 23,000 new jobs in the U.S. economy. 

Renewal of Fast-track is Critical: 

As previousiy indicated, the pork industry and U.S. agriculture has benefitted 
from the NAFTA. The continued growth and profitability of U.S. agriculture is inex- 
tricably linked to continued trade liberalization through multilateral, regional and 
bilateral trade agreements. That's why pork producers are ardent supporters of the 
renewal of fast-track negotiating authority. Yesterday, we unleashed 300 producers 
on Capitol FI ill to lead the charge on fast-track. 

Secretary Glickman has said "either we export or we die." I couldn't agree more 
with him. In the U.S. economy at large, agriculture was the number one positive 
contributor totheU.S. trade balance in 1996 (about a $30 billion surplus). American 
agriculture is more than twice as reliant on foreign trade as the U.S. economy as 
a whole, with exports currently accounting for an estimated 30 percent of agri- 
culture's cash receipts. Production from up to a third of U.S. cropland is exported. 
We have a mature market for pork and other agricultural products in the United 
States. Flowever, the other 96% of the world, which lives outside our borders, is ex- 
periencing rapid economic growth. The first thing that people do when they move 
up from poverty is upgrade their diets. Simply put, if we don't get fast-track re- 
newed, U.S. agriculture will lose billions of dollars in the short term and in the long 
run we risk losing our comparative advantage. 

The next round of global agricultural trade negotiations is scheduled to begin in 
1999. Removing tariff and non-tariff barriers to trade— helping to open new markets 
and gain increased access to existing markets— is critical for U.S. pork producers. 
If the United States is not leading the charge in 1999, at best, nothing will happen 
which means that U.S. agriculture will lose billions of dollars of potential sales. At 
worst, the EU and other countries will build momentum for initiatives hostile to 
U.S. agriculture such as weakening the Sanitary and Phytosanitary Agreement. 
Adequate preparation for and participation in these negotiations r^uire the re- 
newal of fast-track authority now. 

Fast-track authority is also needed so that the U.S. can pursue trade liberaliza- 
tion with our western hemisphere neighbors and the 18 member countries of the 
Asia Pacific Economic Cooperation forum (APEC). The U.S. pork industry is dis- 
advantaged by the failure of the United States to keep up with the pace of trade 
agreements in the western hemisphere. The rapidly expanding Brazilian pork indus- 
try— a key competitor to the U.S. industry— now has preferential access into many 
markets to the detriment of U.S. producers. Canada, another significant competitor, 
has gained preferential access into Chile through a free trade agreement. With re- 
spect to the APEC nations, these countries will experience the majority of the 
world's population and income growth in the next 8 to 10 years, passing through 
the middle ranges of per capita income where the shift in dietary patterns is par- 
ticularly pronounced. Yet, it is precisely these same countries which lack surplus 
food producing resources. The Food and Agricultural Policy Research Institute 
(FAPRI) projects that Chinese pork consumption will increase by over 23 percent, 
approximately 8 million metric tons, in the next ten years. Pork consumption is fore- 
cast to increase rapidly in many of the other APEC nations but, like China, most 
of these countries place significant restrictions on pork imports. 


Chairman Crane. Thank you. 

And our next witness, J anet Nuzum. 
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STATEMENT OF J ANET A. NUZUM, VICE PRESIDENT AND 
COUNSEL, INTERNATIONAL DAIRY FOODS ASSOCIATION 

Ms. Nuzum. Mr. Chairman and Members of the Subcommittee, 
thank you very much for the opportunity to appear before you 
today. I am J anet Nuzum, vice president and counsel of the Inter- 
national Dairy Foods Association, the trade association represent- 
ing over 650 companies involved in the processing, manufacturing, 
and marketing of all types of dairy products. 

IDFA views the NAFTA as providing significant benefits to the 
United States dairy industry by opening up Mexico's market, our 
largest foreign customer. Access to Canada's dairy market, unfortu- 
nately, was not opened up by NAFTA. So there is still work to be 
done before we achieve the goal of free trade in North America. I n 
order to continue working on opening foreign markets in Canada 
and around the world, I DFA urges prompt renewal of fast track ne- 
gotiating authority. 

My full statement goes into some detail on each of these subjects. 
In the interest of time, however, I will make only a few brief re- 
marks. 

The United States is a net exporter of dairy products to both 
Mexico and Canada. Mexico is the number one foreign market for 
United States dairy products, and NAFTA opens up that market 
further for additional opportunities and growth in our dairy ex- 
ports. 

Under NAFTA, Mexican tariffs on dairy products are being elimi- 
nated over 10 years, and a tariff rate quota on United States milk 
powders will be phased out over 15 years. Although aggregate data 
on our dairy exports to Mexico show declines since 1994, these de- 
clines were primarily a function of the peso devaluation and un- 
usual conditions in the United States oomestic dairy market in 
1996. In the first 5 months of 1997, dairy exports to Mexico were 
up substantially, 19 percent overall and 167 percent in the second 
highest product category of fluid milk and cream. 

Even more important than aggregate trade levels, however, are 
the shifts in composition of United States dairy exports to Mexico, 
away from the historical emphasis on subsidized sales of butter 
and milk powder and toward increased commercial sales of unsub- 
sidized value-added products such as fluid milk, ice cream, and 
whey products. This shift toward higher value, unsubsidized trade 
cannot be overemphasized in its significance. 

Finally, it's important to appreciate the change in business cli- 
mate in Mexico that has come about. The atmosphere in Mexico 
since the signing of NAFTA has been more open and receptive to 
doing business with United States companies and United States 
products. Relationships are easier to develop and problems are 
easier to solve. These less tangible changes have greatly facilitated 
increased sales of U.S. dairy products and stronger relationships 
for future growth. 

Unfortunately, the same gains cannot be said with respect to 
Canada. NAFTA, as well as its predecessor, the United States- 
Canada FTA, have not effectively improved access to Canada's 
dairy markets. Last year a NAFTA dispute settlement panel 
upheld Canada's view that highly restrictive, over-quota tariffs on 
dairy products were permitted by NAFTA. Consequently, most of 
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Canada's dairy markets are severely restricted by over quota tariffs 
as high as 359 percent. 

IDFA proposes, as a small step toward freer bilateral dairy trade 
with Canada, the establishment of a reciprocal dairy reexport pro- 
gram that would grant duty-free, quota-free access to each other's 
exports of dairy-containing products manufactured from dairy in- 
gredients sourced in the other country. Although this reciprocal 
program would not open dairy trade between our borders as much 
as we would like, it would be a step forward toward increasing 
trade between the United States and Canadian dairy industries. 

Finally, IDFA strongly urges Congress to enact fast track nego- 
tiating authority in order to continue making progress in eliminat- 
ing existing trade barriers and trade-distorting practices, as well as 
preventing new ones from emerging. Strong leadership by the 
United States is essential, especially in the upcoming WTO nego- 
tiations on agriculture. That leadership will only be possible if fast 
track is renewed. 

The future growth and prosperity of the U.S. dairy industry de- 
pends greatly on our ability to access foreign markets, particularly 
those in emerging economies with rising incomes and growing pop- 
ulations. In addition to market access, we must focus on eliminat- 
ing unfair subsidies. They distort trade and discriminate against 
efficient, competitive U.S. suppliers of high-quality products such 
as dairy foods. 

The U.S. dairy industry has the capability of being a leading 
world supplier of dairy products if trade-distorting subsidies and 
market barriers are efiminated. The market-opening trade agree- 
ments like the NAFTA are an important positive step in the right 
direction, but much more needs to be done. And to do more, we 
need fast track negotiating authority. 

Mr. Chairman, thank you for the invitation to appear today. I 
would be happy to answer any questions you might have. 

[The prepare statement follows:] 

statement of J anet A. Nuzum, Vice President and Counsel, International 
Dairy Foods Association 

Mr. Chairman, and Members of the Subcommittee, thank you for the opportunity 
to appear before you today. My name is J anet A. Nuzum, and I am appearing on 
behaif of the I nternationai Dairy Foods Association (IDFA), where I have been Vice 
President and Counsel since February of this year. Prior tojoining IDFA, I had the 
honor of serving five years as a Commissioner on the U.S. I nternationai T rade Com- 
mission (USITC), including two years as Vice Chairman of the Commission. Pre- 
vious to my tenure on the USITC, I was a member of the professional staff of this 
Subcommittee for almost nine years; it is a pleasure to return to this room and ap- 
pear before the Subcommittee in my new capacity in the private sector. 

The International Dairy Foods Association is the leading U.S. trade association 
representing the interests of processors, manufacturers, and marketers of dairy 
products, including milk, milk-based drinks, cream, yogurt, cheese, ice cream and 
other frozen desserts. As an umbrella organization, IDFA is comprised of three con- 
stituent organizations: the Milk Industry Foundation, National Cheese Institute, 
and International Ice Cream Association. IDFA members include more than 650 
companies, with over 735 facilities in 48 states in the United States. In addition, 
IDFA has 44 members in 18 foreign countries. Our member companies range from 
large, multinational corporations to small family-owned businesses, and include 
both proprietary firms and farmer-owned cooperatives. IDFA members account for 
85 percent of all the dairy products consumed in the U.S. market. 

I appreciate the opportunity to share with you today the views of our associations 
with respect to the operation and effects of the North American Free Trade Agree- 
ment (NAFTA) in the dairy product sector. 
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Overview of international trade in the dairy foods sector 

The U.S. agriculture and food industries play a very important role in the U.S. 
international trade picture, last year generating over $60 billion in exports. The 
U.S. dairy industry has annual retail sales in the United States of $70 billion, how- 
ever, until recently, international trade has played a very limited role in U.S. dairy 
markets. This is primarily due to the very substantial protection that has histori- 
cally characterized most dairy markets around the world, including our own. 

As a direct consequence of the GATT Uruguay Round, disciplines on the use of 
export subsidies in international trade in agriculture and improvements in market 
access are opening up new opportunities for U.S. dairy exports, which reached over 
$1 billion in 1995, and over $740 million in 1996. Although U.S. domestic sales of 
dairy products continue to grow, they essentially keep pace with U.S. population 
growth. The real opportunities for expansion of dairy product sales lie in export 
markets, especially those developing country markets with high rates of income 
growth, expanding populations, and changing dietary habits. As a technologically 
advanced and efficient supplier of high-quality, safe and nutritious dairy products, 
the U.S. industry has the capability of being a leading world supplier to these for- 
eign markets if trade-distorting subsidies and market barriers are eliminated. The 
market-opening trade agreements like the NAFTA are an important step in this di- 
rection. 


NAFTA and U.S. Dairy Exports to Mexico 

Mexico has been the single largest foreign market for U.S. dairy products since 
1990, and last year accounted for over $109 million in purchases of U.S. dairy ex- 
ports. NAFTA provides an excellent platform for further improving our trade rela- 
tionship with this important neighboring market. 

Significant improvements in market access were achieved in the NAFTA for U.S.- 
Mexico dairy trade. Mexican requirements for import licensing on dairy product im- 
ports were eliminated. Mexican tariffs on cheese— as high as 40 percent— are being 
phased out over 10 years. In addition, a tariff-rate quota on milk powder exports 
to Mexico applies to U.S. products, with duty-free access for in-quota quantities, and 
eventual phase-out of the tariff-rate quota in 15 years. These market access provi- 
sions give U.S. dairy exporters a significant advantage in the Mexican market over 
other world suppliers of dairy products. 

Although the trade data show that total U.S. dairy exports to Mexico have de- 
clined each year since 1994 (from approximately $152 million in 1994, to $124 mil- 
lion in 1995, to $109 million in 1996), focusing only on the aggregate data trends 
masks the true benefits which NAFTA has brought about. The peso devaluation ob- 
viously dampened Mexican demand for U.S. dairy products, as it did for most ex- 
ports to Mexico. These effects show up in the trade flows for 1995 and 1996. Also 
dampening U.S. dairy export figures for 1996 were conditions in the U.S. domestic 
market for milk that allowed milk to be sold at higher prices here in the United 
States. 

The export picture has recovered, however, and recent trade data show that U.S. 
exports of dairy products to Mexico this year are up substantially over levels for the 
comparable period last year— a 19% increase for total dairy product exports, and a 
whopping 167% i ncrease i n the category of fluid milk and cream exports. 

Even more significant than the aggregate data, however, are the shifts in the 
composition of our export trade to Mexico. Flistorically, butter and milk powder have 
accounted for the overwhelming share of dairy exports to Mexico. These exports are 
typically concessional or subsidized sales destined for use in Mexico’s government- 
sponsored feeding programs. More recently, however, commercial, unsubsidized 
sales of dairy products— particularly fluid milk, ice cream, and whey products— have 
been increasing. 

This shift away from subsidized exports of bulk commodities towards unsub- 
sidized commercial exports of value-added dairy products is an extremely important 
development that cannot be overemphasized in significance. Given the size of Mexi- 
co's market, with 96 million consumers, the proximity of the market, and the cul- 
tural preference for American-made products, the U.S. dairy industry is in an excel- 
lent position to take advantage of opportunities for increased commercial trade in 
value-added dairy products. Dairy-based desserts, such as ice cream, are increasing 
in popularity with Mexican consumers. One current exporter of fluid milk and relat- 
ed dairy products attributes as many as 150 jobs in one of its plants to be possible 
just because of the additional business it now enjoys in the Mexican market. 

NAFTA has been a direct contributor to this increasing trade in dairy products 
with Mexico. In addition to the tariff preference and increased access provided for 
U.S. dairy products, NAFTA has brought about a noticeable and significant shift in 
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the business culture in Mexico. The implementation of NAFTA has transcended the 
world of customs officials and ushered in a new era of cooperation and partnership 
with U.S. business interests at all levels of the private sector and Mexican govern- 
ment. Relationships are easier to develop, and problems are easier to resolve than 
ever before. Being successful in the marketplace still takes work and commitment, 
but the mere existence of NAFTA seems to be making it a little easier for American 
business interests to succeed in Mexico. 

NAFTA AND U.S. Dairy Exports to Canada 

Unfortunately, the same cannot be said with respect to dairy trade with Canada. 
Neither the NAFTA nor its predecessor, the U.S. -Canada Free Trade Agreement 
(CFTA), effectively improved conditions for U.S. -Canada dairy trade. Canada contin- 
ues to restrict dairy imports by tariff-rate quotas at very low in-quota levels with 
exorbitant over-quota tariff rates, reaching as high as 359%. Although both the 
United States and Canada agreed to eliminate tariffs on dairy products by J anuary 
1998, Canada took the view after the conclusion of the GATT Uruguay Round that 
this CFTA/NAFTA commitment did not apply to the tariffication of import quotas 
on supply-managed products such as dairy. 

Last year, to the immense disappointment of the U.S. dairy industry, a NAFTA 
panel upheld Canada's arguments, and sustained the application of over-quota tar- 
iffs to dairy product trade between the United States and Canada. Consequently, 
the only preference afforded to U.S. dairy trade entering Canada under the NAFTA 
is a small margin of tariff preference for in-quota quantities. Canada's dairy product 
markets remain highly insulated from foreign competition, including U.S. competi- 
tion. 

This does not mean that dairy trade with Canada is nonexistent. Canada is our 
third largest export market for U.S. dairy products, accounting for over $97 million 
in purchases of U.S. dairy products last year. Overall dairy exports to Canada have 
been moderately expanding although most of the trade, and the trade growth, has 
been in dairy product categories outside of the import restrictions related to the 
dairy supply management regime. The largest category of dairy product we export 
to Canada, for example, is whey, which last year represented 25 percent of our dairy 
exports to Canada. Increases in U.S. whey exports are partly due to the fact that 
whey protein concentrate is not subject to a tariff-rate quota in Canada. Additional 
U.S. exports of fluid milk, on the other hand, are being blocked by Canada's refusal 
to allow in commercial imports of fluid milk under a tariff-rate quota. Opening up 
the tariff-rate quota would allow additional trade in a volume equivalent to the pro- 
duction of a good-sized fluid milk plant. These examples further attest to the oppor- 
tunities for trade growth when markets are not encumbered by restrictive trade bar- 
riers. 

As a small step towards freer trade in dairy products between the United States 
and Canada, IDFA proposes bilateral negotiation of a dairy re-export program, that 
would authorize duty-free (and tariff-rate quota-free) trade to the other country for 
dairy-containing products that are processed or manufactured from dairy ingredi- 
ents sourced in the other country. For example, if a U.S. ice cream manufacturer 
used Canadian-origin cream in the manufacture of its ice cream, it could export ice 
cream to Canada containing an equivalent amount of milkfat and nonfat solids, free 
of any Canadian duty and outside of any tariff-rate quota restriction. The same 
rules would apply to Canadian dairy-containing products manufactured from U.S.- 
origin dairy ingredients. Although it is a far cry from a truly open, regional market 
in dairy products, such a bilateral arrangement would make some progress in estab- 
lishing a preferential relationship in the U.S. -Canadian dairy sectors, and facilitat- 
ing rather than hindering cross-border dairy trade. 

The Need For Continued Trade Liberalization: The Case for "Fast track" 
Negotiating Authority 

Although the "free trade agreement" with Canada does not offer free trade in 
dairy products, the NAFTA provisions opening dairy trade with Mexico provide sig- 
nificant market access benefits to the U.S. dairy industry. Earlier this year, IDFA 
joined with over two dozen agricultural and food organizations in cosponsoring a 
study conducted by PROMAR International on 'The U.S. Agricultural Export Expe- 
rience with NAFTA Partners." This study has been separately submitted by 
PROMAR for the record of today's hearing, and confirms that, on balance, U.S. agri- 
culture and food industries have benefited significantly from NAFTA. 

I DFA believes that the U.S. dairy industry has much more to gain from additional 
trade liberalization in markets around the world. In order to continue making 
progress in eliminating existing trade barriers and trade-distorting practices, and 
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preventing new ones from emerging, IDFA strongiy urges the Congress to enact 
"fast track" negotiating authority. 

Renewai of fast track is criticai for the United States to piay a ieadership role— 
which it must— in the upcoming WTO negotiations on agriculture scheduled to begin 
at the end of 1999. The European Union has already captured substantial shares 
of world dairy trade as a result of aggressive use of export subsidies and protection- 
ist policies (for example, the EU holds 57% of world cheese trade). We cannot afford 
to let the EU take the lead on setting the agenda for the next round of international 
rules on agricultural trade. 

IDFA recently wrote to Ambassador Barshefsky, along with several other dairy 
organizations, and identified key negotiating objectives of importance to the U.S. 
dairy industry for the upcoming WTO negotiations (a copy of our letter is attached). 
Unless U.S. trade negotiators are armed with fast track negotiating authority, how- 
ever, the United States will not have the opportunity to set, let alone achieve, that 
agenda. The only way we can assure improved market access for U.S. dairy and 
other agricultural products is to be a dominant force at the negotiating table. That 
requires fast track negotiating authority. 

Finally, IDFA adheres to the widely-held view that trade agreements are only ef- 
fective if they are vigorously implemented and enforced. Although the WTO Agree- 
ment on Agriculture includes only modest reductions to export subsidies and im- 
provements in market access, the disciplines and commitments must be enforced. 
Last week, IDFA jointly filed a section 301 petition, along with the National Milk 
Producers Federation and the U.S. Dairy Export Council, challenging two practices 
in Canadian dairy policy as inconsistent with their WTO commitments. Specifically, 
a new special milk class pricing and pooling mechanism, which implements two- 
tiered pricing in milk, provides unlimited export subsidies in circumvention of the 
WTO disciplines and scheduled reductions on export subsidies. In addition, Canada 
has failed to open a tariff-rate quota on fluid milk, refusing to allow commercial im- 
ports of fluid milk in the quantities agreed to in its WTO schedules. The petition 
filed by IDFA asks the U.S. Trade Representative to challenge these two WTO- 
inconsistent practices by Canada through dispute settlement procedures for a clear 
ruling that mandates Canadian compliance with the existing WTO rules. We look 
forward to helping USTR win this important challenge. 

Conclusion 

In conclusion, the dairy industry has much at stake in the operation of the inter- 
national trading system. U.S. dairy policy is now on a track of market orientation, 
which facilitates our international competitiveness and transitions our industry to 
be a more active player in global markets. This emphasis on market-oriented dairy 
policies at home must be sustained, as well as supplemented by a push for free 
trade policies in the international arena. Future growth for the dairy industry will 
depend in large part on our access to foreign markets for dairy products and the 
elimination of unfair subsidies that discriminate against efficient, competitive U.S. 
suppliers of high-quality products. NAFTA was an important step in the right direc- 
tion, although much more remains to be done in improving trade with our neighbor 
to the north. Expansion of NAFTA, or negotiation of new bilateral or regional ar- 
rangements, must include— not exclude— market-opening commitments in the dairy 
sector. The United States must also take the lead in shaping the upcoming multilat- 
eral round of agricultural trade negotiations in the WTO. In order to continue mak- 
ing progress in opening markets for U.S. dairy products, we urge the Congress to 
enact fast track negotiating authority this fall. 

Thank you for the opportunity to share our views with you. 


Chairman Crane. Thank you, J anet. 

And Mr. Martin. 

STATEMENT OF LARRY MARTIN, PRESIDENT, AMERICAN 
APPAREL MANUFACTURERS ASSOCIATION 

Mr. Martin. Thank you, Mr. Chairman, i'm Larry Martin, presi- 
dent of AAMA, the American Apparei Manufacturers Association, 
the centrai trade association for apparei manufacturers in the 
United States. Our members are responsibie for neariy 80 percent 
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of the $50 billion in clothing sold at wholesale each year. Our mem- 
bers are predominantly domestic manufacturers, but also manufac- 
ture in Mexico, Central America, the Caribbean, and other places. 

When we testified before this Subcommittee during its consider- 
ation of NAFTA 4 years ago, we thought that NAFTA would make 
our industry more competitive in the world; that it would shift ap- 
parel sourcing from the Far East to the Western Flemisphere, 
where there would be involvement by United States companies. We 
thought that it would strengthen our members by providing them 
with the opportunity for coproduction in Mexico, lowering their 
overall costs, and enabling them to compete in a global environ- 
ment. We are pleased to report that NAFTA, in conjunction with 
Central America and the Caribbean, is accomplishing those aims. 

Let me pause to emphasize that we are not in business to move 
jobs offshore. Over the years, AAMA has taken strenuous efforts to 
control the growth of imports. We have supported legislation to im- 
pose global quotas. We have participated in antidumping cases. We 
have argued loud and long for the improvements in the import con- 
trol program. 

Flowever, we have come to realize that we must compete with 
low-age imports. In order to participate in that competition, many 
of our manufacturers have moved some production to Mexico and 
the Caribbean. As I said, this gives them lower average costs and 
makes them more competitive, allowing them, in fact, to maintain 
large volumes of employment in the United States and to continue 
to use U.S. fabric and other apparel components. 

The fact of the matter is that it is no longer economically feasible 
to make some kinds of garments in the United States. Our average 
wage level of about $8 an hour, plus benefits, makes it very dif- 
ficult to compete with countries where wages are measured in 
cents, not dollars. This price competition, while difficult for manu- 
facturers, has been very beneficial for American consumers. In 
1980 apparel prices averaged 13 percent higher than the Consumer 
Price Index. Last year apparel prices in this country were 19 per- 
cent below the Consumer Price Index. Clearly, there are apparel 
bargains out there for the American consumer. 

We would like to point out that there is another factor contribut- 
ing to the trend toward offshore production. Two years ago, we sur- 
veyed our members on a variety of subjects, including whether they 
were able to hire all the workers they needed to keep their domes- 
tic plants operating fully. The answer 2 years ago— and I'm sure 
it's more emphatic now— was that nearly one-half of our members 
were unable to attract adequate labor supplies. 

Regarding NAFTA, for the most part, our beliefs have become 
fact. Mexican production has grown dramatically. Mexico and the 
Caribbean Basin have taken import growth away from the Far 
East. Total imports have grown at a slower rate than before 
NAFTA. While we have continued to lose apparel jobs in the 
United States, domestic production has remained relatively stable. 

Apparel imports from Mexico, most of them produced by Amer- 
ican companies, have grown from $1.4 billion in 1993, the year be- 
fore NAFTA, to $3.6 billion last year. Mexico has grown from 4 per- 
cent of our import share to nearly 10 percent in that period of time. 
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Central America and the Caribbean, without the benefits of 
NAFTA, have continued to grow, but at a much slower pace. These 
countries sent us 4 billion dollars' worth of clothing in 1993 and 6 
billion dollars' worth last year. Their share of the import market 
has grown from 14 to 16.5 percent. 

What effect has this had on the Far East? It has caused a signifi- 
cant decline in imports here. The rest of the world, other than Mex- 
ico and the Caribbean Basin, had 82 percent of our imports in 
1993, but by last year their share had declined to less than 74 per- 
cent. 

All this has occurred during a time when total import growth has 
slowed. In the 3 years since NAFTA went into effect, the average 
growth rate of total apparel imports has been 7 percent a year. In 
the 3 years prior to NAFTA, import growth averaged nearly 12 per- 
cent a year. For the purposes of perspective, I'd like to point out 
that if Mexico were a company, its exports of clothing to the United 
States would rank it fourth among American apparel manufactur- 
ers. There are three domestic companies that are larger than all 
of the production in Mexico that comes to the United States. 

Domestic apparel production was worth $50.2 billion in 1993; 
last year it was worth $49.8 billion, a decline of only seven-tenths 
of 1 percent. All these numbers tell us that, for the U.S. apparel 
industry, NAFTA has worked well. We believe, though, that it is 
past time to move onto the next step. Even before the NAFTA ne- 
gotiations were completed, AAMA endorsed the concept of extend- 
ing NAFTA-type treatment to apparel from Central America and 
the Caribbean. This is important to us for two reasons. First, it will 
expand our ability to compete in the world. Second, U.S. manufac- 
turers who have been encouraged by our government to open oper- 
ations in Central America and the Caribbean have been put at a 
disadvantage by NAFTA. While they enjoy the lower duties pro- 
vided by the 807 and 807(a) programs, they do not have the duty- 
free access Mexico has under NAFTA. 

Long range, we support full integration of Central America and 
the Caribbean into NAFTA— with all the obligations a free trade 
agreement involves. Most of the countries in the region have said 
they are prepared to accept those obligations. Flowever, it is clear 
to us that such an undertaking would be years in the making. In 
the meantime, our industry would be denied an opportunity to 
make it more competitive in the world, and the countries of the re- 
gion would continue to be denied equal status with Mexico. 

We believe that a CBI parity program of relatively limited dura- 
tion would provide those needed benefits to us and the region, and 
also serve as an incentive toward a full free trade relationship. CBI 
parity always has had strong support in Congress, and the admin- 
istration is solidly behind it. 

J ust 2 months ago, the Flouse of Representatives included the 
provision in the budget reconciliation bill, and we are deeply grate- 
ful to the leadership of this Subcommittee, particularly you, Mr. 
Crane, and of the Flouse leadership for shepherding the measure 
through the legislative process. Unfortunately, it was dropped from 
the budget bill in conference for reasons having nothing to do with 
parity. We see only one opportunity this year for CBI parity to suc- 
ceed, and that is as part of the fast track legislation which this 
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Subcommittee will be considering later this fall. We urge you to in- 
clude parity in that measure and bring to a close 4 years of effort 
during which parity has had broad support, but always has fallen 
just short of final enactment. 

In summary, AAMA and its members believe that NAFTA has 
served our industry well. We believe the time is overdue to take 
the next step and extend its apparel provisions to Central America 
and the Caribbean. 

Thank you, Mr. Chairman. I'd be happy to answer any questions 
you may have. 

[The prepared statement follows:] 

statement of Larry Martin, President, American Apparel Manufacturers 

Association 

Thank you, Mr. Chairman. I am Larry Martin, President of the American Apparei 
Manufacturers Association (AAMA). AAMA is the centrai trade association for ap- 
parei manufacturers in the United States. Our members are responsibie for neariy 
80 percent of the $50 biiiion in ciothing soid at wholesaie each year. They make 
every kind of garment and are iocated in neariy every state. Our industry empioys 
815,000 workers. 

Whiie most of the iarge apparei manufacturers in the United States are our mem- 
bers, many of our members are relatively small companies. Two-thirds have sales 
under $20 million a year. 

Our members are predominantly domestic manufacturers, but most also manufac- 
ture in Mexico, Central America or the Caribbean, import from other sources, or do 
both. 

When we testified before this Committee during its consideration of NAFTA four 
years ago, we said that the negotiation had met our aims and that we supported 
the agreement. We wanted a rule of origin that would preserve NAFTA for the ap- 
parel industries of the three countries, we wanted sufficient flexibility to allow our 
members to manufacture in Mexico. And we wanted tough enforcement provisions. 
All those were included in the agreement. 

We thought then that NAFTA would make our industry more competitive in the 
world. That it would shift apparel sourcing from the Far East to the Western Flemi- 
sphere where there would be involvement by U.S. countries. We thought that it 
would strengthen our members by providing them the opportunity for co-production 
in Mexico, lowering their overall costs and enabling them to compete in a global en- 
vironment. 

Over recent years, production by American companies has created thousands of 
jobs in Mexico and the Caribbean. But it has not been a one-way street. We esti- 
mate that 15 new apparel jobs are created in the United States by every 100 jobs 
created south of the border. This is in addition to the thousands of U.S. jobs it main- 
tains in the textile, transportation and other industries. 

Let me emphasize that if this production had gone to the Far East, there would 
have been no apparel jobs created or maintained in the U.S. Moreover, if those gar- 
ments had been made in the Far East, they would have used Asian fabric, not 
American, and the same applies to other clothing components. 

We are pleased to report that NAFTA, in conjunction with Central America and 
the Caribbean, is accomplishing those aims. 

Let me pause to emphasize that we are not in business to move jobs off-shore. 
Over the years, AAMA has taken strenuous efforts to control the growth of imports. 
We have supported legislation to impose global quotas. We have participated in 
anti-dumping cases. We have argued loud and long for improvements to the import 
control program. 

Flowever, we have come to realize that we must compete with low-wage imports. 
In order to participate in that competition, many of our manufacturers have moved 
some production to Mexico and the Caribbean. This gives them lower average costs 
and makes them more competitive, allowing them to maintain large volumes of em- 
ployment in the United States. 

The fact of the matter is that it is no longer economically feasible to make some 
kinds of garments in the United States. Our average wage level of about $8 an hour 
plus benefits makes it very difficult to compete with countries where wages are 
measured in cents, not dollars. 

This price competition, while difficult for manufacturers, has been very beneficial 
for American consumers. In 1980, apparel prices averaged 13 percent higher than 
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the consumer price index. Last year, apparei prices in this country were 19 percent 
below the consumer price index. Clearly, there are apparel bargains out there for 
the American consumer. 

We would like to point out that there is another factor contributing to the trend 
toward off-shore production. Two years ago, we surveyed our members on a variety 
of subjects, including whether they were able to hire all the workers they needed 
to keep their domestic plants operating fully. The answer was that nearly half of 
our members are unable to attract an adequate labor supply. 

Regarding NAFTA, for the most part our beliefs have become fact. Mexican pro- 
duction has grown dramatically. Mexico and the Caribbean Basin have taken import 
growth away from the Far East. Total imports have grown at a slower rate than 
before NAFTA. While we have continued to lose apparel jobs in the United States, 
domestic production has remained relatively stable. 

Apparel imports from Mexico— most of them produced by American companies— 
have grown from $1.4 billion in 1993, the year before NAFTA went into effect, to 
$3.6 billion last year. Mexico has grown from four percent of our import share to 
nearly 10 percent in that period of time. 

Central America and the Caribbean, without the benefits of NAFTA, have contin- 
ued to grow, but at a much slower pace. Those countries sent us $4 billion worth 
of clothing in 1993 and $6 billion last year. Their share of the import market has 
grown from 14 percent to 16.5 percent. 

What effect has this had on the Far East? It has caused a significant decline in 
import share. The rest of the world other than Mexico and the Caribbean Basin had 
82 percent of the import market in 1993, but by last year had declined to less than 
74 percent. 

All this has occurred during a time when total import growth has slowed. In the 
three years since NAFTA went into effect, the average growth rate for total apparel 
imports has been seven percent a year. In the three years prior to NAFTA, import 
growth averaged nearly 12 percent a year. In fact, in the 17 years between 1980 
and 1996, import growth averaged 12.3 percent a year. Mexico, aided by NAFTA 
and the peso devaluation, has grown rapidly. Apparel imports have continued to 
grow. But, clearly, NAFTA has not caused the wild import expansion some pre- 
dicted. 

Domestic apparel production was worth $50.2 billion in 1993. Last year, it was 
worth $49.8, a decline of seven-tenths of one percent. Even so, last year was nearly 
14 percent higher than it was in 1991. 

All these numbers tell us that, for the U.S. apparel industry. NAFTA has worked 
well. 

We believe that it is past time to move on to the next step. Even before the 
NAFTA negotiations were completed, AAMA endorsed the concept of extending 
NAFTA-type treatment to apparel from Central America and the Caribbean. 

This is important to us for two reasons: First, it will expand our ability to compete 
in the world. Second, U.S. manufacturers who have been encouraged by our govern- 
ment to open operations in Central America and the Caribbean have been put at 
a disadvantage by NAFTA. While they enjoy the lower duties provided by the 807 
and 807A programs, they do not have the duty-free access Mexico has under 
NAFTA. 

With two notable exceptions, apparel production in the CBI region has stagnated 
since the inception of NAFTA. Since 1993, apparel imports from the region have 
grown from $3.9 billion to $6 billion. Flowever, $1.2 billion of that $2.1 billion in 
growth has come from two countries, Flonduras and El Salvador. Growth among the 
other 22 countries in the region has been essentially flat. The reasons for the growth 
in Flonduras and El Salvador are two-fold: They were late starters in the apparel 
industry, and our members went there in anticipation of CBI parity. 

Long-range, we support full integration of Central America and the Caribbean 
into NAFTA, with all the obligations a free trade agreement involves. Most of the 
countries in the region have said they are prepared to accept those obligations. Flow- 
ever, it is clear that such an undertaking would be years in the making. In the 
meantime, our industry would be denied an opportunity to make it more competitive 
in the world and the countries of the region would continue to be denied equal sta- 
tus with Mexico. 

We believe that a CBI parity program of relatively limited duration would provide 
those needed benefits to us and the region and also serve as an incentive toward 
a full free-trade relationship. 

CBI parity always has had strong support in Congress and the Administration is 
solidly behind it. J ust two months ago, the Flouse of Representatives included the 
provision in the budget reconciliation bill. We are deeply grateful to the leadership 
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of this Committee— Mr. Crane, Mr. Matsui, Mr. Archer and Mr. Rangel— and of the 
House leadership, for shepherding the measure through the legislative process. 

Unfortunately, it was dropped from the budget bill in conference for reasons hav- 
ing nothing to do with parity. 

We see only one opportunity this year for CBI parity to succeed. That is as part 
of the fast track legislation which this Committee will be considering later this fall. 
We urge you to include parity in that measure and bring to a close four years of 
effort, during which parity has had broad support, but always has fallen just short 
of final enactment. 

In summary, AAMA and its members believe that NAFTA has served our indus- 
try well. We believe the time is overdue to take the next step and extend its apparel 
provisions to Central America and the Caribbean. 

Thank you, Mr. Chairman. I would be happy to answer any questions you may 
have. 


Chairman Crane. Thank you, Mr. Martin. 

First, J anet, i want to ask a question of you. i have been toid 
the seats up here are more comfortabie than those you're in. 
[Laughter.] 

Ms. Nuzum. i think they're a iittie bit warmer up there, too. i 
discovered that in the back of the room, there's more air condi- 
tioning draft. Nevertheiess, i'm giad to have the opportunity to sit 
on this side and be with you again. 

Chairman Crane. Weii, we aiways appreciate having you with 
us, and we miss you. 

Let me ask you a quick question, and that has to do with the 301 
that you fiied vis-a-vis Canada's vioiations of what we assume are 
the guideiines. Have there been any kinds of probiems iike that 
with Mexico? 

Ms. Nuzum. No, the Mexican dairy industry does not have the 
same kind of protection and suppiy management regime that Can- 
ada affords its dairy industry. That suppiy management regime is 
reaiiy the crux of the probiem, from which arises a muititude, 
frankiy, of issues and barriers with respect to the Canadian dairy 
market. 

The 301 that we just fiied iast Friday with the U.S. Trade Rep- 
resentative's office aiieges two particular violations of the World 
Trade Organization's Agreement on Agriculture. Specifically, the 
first has to do with a new export subsidy scheme that the Cana- 
dian Government is affording its dairy industry. It is a two-tiered 
pricing scheme that works through a new pooling mechanism. The 
Canadian Government is claiming that this new scheme is not sub- 
ject to any of the disciplines and reduction commitments that we 
agreed to in the Uruguay round with respect to export subsidies. 
We are alleging that it's nothing more than a circumvention of 
those reduction commitments, and, therefore, we are asking for a 
WTO dispute settlement panel to rule in our favor with respect to 
that. 

Chairman Crane. If you'll yield for 1 second, j anet, did they just 
do this or has this been in place for some time? 

Ms. Nuzum. The Canadian dairy scheme, the new version of the 
particular subsidy program, came into effect right after the Uru- 
guay round new rules came into effect. The authority went into 
place on August 1, 1995, and they have been phasing in this pro- 
gram since then. 
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Chairman Crane. I see. 

Mr. Stallman, you say in your testimony that when the United 
States reaches trade agreements, we give up very little while other 
countries give up far more. Was this the case with NAFTA, too? 

Mr. Stallman. Well, it was with respect to the agricultural seg- 
ments of each of the countries. Our tariffs in general were lower 
than— and import restrictions— were generally lower than the other 
countries. And so they are coming down from a higher level than 
what we are when we negotiate these trade treaties. 

Chairman Crane. So NAFTA is consistent with our agricultural 
exports to other countries where we have advanced free trade? 

Mr. Stallman. Yes. 

Chairman Crane. Very good. 

Mr. Martin, looking at the United States trade overall, and at 
your industry in particular, has there been a shift in the source of 
U.S. imports away from Asian suppliers in favor of Mexico and 
Canada, and how does this shift in favor of NAFTA suppliers affect 
the United States economy? 

Mr. Martin. There's been a very significant shift, and it's oc- 
curred in the period since NAFTA went into effect. Basically, Asia's 
share of our import market has declined from nearly 85 percent to 
less than 74 percent, which is a large volume, and that volume has 
shifted to Mexico, the Caribbean, and Central America. It's been 
very 

Chairman Crane. If you'll yield just 1 second 

Mr. Martin. Yes. 

Chairman Crane. With respect to the Caribbean and Central 
America, I had heard that they were injured, absent CBI parity, 
and that— in fact, I think the President of Guatemala told me 
20,000 Guatemalans had packed up their sewing machines and 
walked across the border already. Are they getting profoundly hurt, 
absent parity? 

Mr. Martin. It's our belief that they are. The CBI region in total 
is still experiencing some growth in exports of apparel to the 
United States. Flowever, that is all centered in two countries: Flon- 
duras and El Salvador. And the reason that growth is persisting 
in those two countries is twofold. First, they were latecomers to the 
apparel industry. They started from a smaller base. And, second, 
American companies went down there to invest, in anticipation of 
CBI parity. The rest of those countries are stagnant as far as their 
apparel manufacturing. 

Chairman Crane. I understand Fruit of the Loom went down to 
Flonduras. 

Mr. Martin. It's my understanding they 

Chairman Crane. They have a facility down there. 

Mr. Martin [continuing]. It's my understanding they do have a 
facility there. 

Chairman Crane. All right. Well, I thank you all for your testi- 
mony, and your printed statements will be made a part of the 
record. 

Oh, wait. Excuse me. I'm sorry. I'm sorry. She's back. Let me 
yield to Karen Thurman. 
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Ms. Thurman. I know, Mr. Chairman, I apologize for not being 
here for all of this, but I do appreciate again you letting me have 
this opportunity. 

Mr. Stallman, let me ask you a couple of questions since you're, 
I guess, representing the American Farm Bureau, and I noticed in 
your testimony that you specifically talked about the Florida to- 
mato farmers and then the fact that they had reached some deal 
on the import issue, but then you also go on to say that it's not 
being enforced. 

What would you give as a suggestion for some of the things that 
we might be looking at for enforcement of this? If this is a major 
part of what people relied on during negotiations, what would be 
some things you would believe that we should be doing to make 
sure these are enforced? 

Mr. Stallman. Well, there might have to be some changes in the 
way we identify marketing periods and the difference in time 

Ms. Thurman. The seasonal? 

Mr. Stallman. Yes, the seasonal issue. We might have to rede- 
fine some of those. We need quick response times when these 
issues arise. It doesn't take long for a perishable vegetable crop to 
lose its market, if you're shooting for a certain market, those types 
of things in general. 

Ms. Thurman. There is a piece of legislation that has been intro- 
duced to, in fact, look at the seasonal issue. Would your organiza- 
tion be in support of that? 

Mr. Stallman. I had no knowledge of that. We have our trade 
policy expert with us from AFD, if she would like to respond to 
that question. 

Ms. Thurman. OK, I'd really like to hear that at some point from 
somebody because I think it is a major issue. 

Mr. Stallman. We can get you the information. 

[The information was subs^uently received:] 

American Farm Bureau Federation 
600 Maryland Avenue SW., Suite 600 

Washington, DC 20024 

May 6, 1998 


Honorable 

United States Senate 
Washington, DC 20510 

Dear Senator 

The American Farm Bureau urges you to pass legislation that will clarify the defi- 
nition of a "domestic industry" which considers seasonality of perishable commod- 
ities. Legislation, S. 1463, to accomplish this was introduced by Senator Bob 
Graham in December and identical language, H.R. 2795, was introduced in the 
House. The American Farm Bureau Federation supports these bills. 

The legislation will clarify the definition of "domestic industry" and "like or di- 
rectly competitive articles" for the purposes of safeguard petitions under Section 202 
of the Trade Act of 1974. The provision would, in the case of perishable agricultural 
products, make seasonality of production one of the factors the International Trade 
Commission (ITC) considers in defining those terms. 

Section 202-204 of the Trade Act of 1974 authorizes the President to help domes- 
tic industries adjust to import competition pending review by the ITC. Section 202 
does not allow the ITC to define "domestic industries" as producers during a par- 
ticular growing season. Under current law, the ITC cannot consider seasonality in 
trade-sanction cases. 

The Senate passed the legislation by unanimous consent on J anuary 26, 1996, 
and sent the bill to the House. Last month the House Parliamentarian determined 



144 


that the legislation "affected revenue" under Article 1, Section 7 of the Constitution. 
In J anuary, the Congressional Budget Office determined that the legislation was 
revenue neutral, but this was not determinative. 

Opponents fear that other nations will retaliate. We must not be afraid to enact 
legislation that more clearly defines our industry and does not trigger ANY action 
or tariff changes. Farm Bureau believes this l^islation to be within the United 
States' obligations under the North American Fair Trade Agreement as well as the 
Uruguay Round of the General Agreement on Tariffs and Trade. Our trading part- 
ners in the European Union are allowed to adjust reference prices, there by increas- 
ing tariffs, on fruits and v^etables when their crop is being sold. Switzerland can 
place a $5.00 tariff on California asparagus during the very short Swiss growing 
season. The Uruguay Round did not eliminate these practices. 

U.S. agricultural producers deserve the opportunity for review by the ITC to de- 
termine if serious injury has resulted from import competition. 

Farm Bureau urges you to pass S. 1463/FI .R.2795 to allow the ITC to consider per- 
ishable domestic agricultural industries on a seasonal basis. 


Sincerely, 


Dean R. Kleckner 

President 


DRK:bs/ 


Ms. Thurman. And I really just kind of want to make a state- 
ment because I think that sometimes, and due to the effectiveness 
that I think the tomato industry in Florida has actually raised the 
issue— let me just give you some numbers, though, that are pretty 
remarkable from Florida's perspective, not just on tomatoes, but 
what we've seen happen from 1992-93, before NAFTA, to 1995-96; 
the market share during the competitive winter growing season for 
tomatoes went from 56 to 35; for cucumbers, it was from 37 down 
to 20.9; eggplant went from 47 to 25; beans, 72 to 59 and 78 to 64. 

So while we sometimes look at just tomatoes, because that has 
been the issue that has been raised, quite frankly, I think the rea- 
son that some of the time the people have not come in these other 
commodities to remedies is because they haven't been working, 
which really, I think, puts our whole agricultural industry in jeop- 
ardy at some point. And I'm really curious— I think, again, to go 
bacK to your trade people, is to come back with some recommenda- 
tions to us that we might be looking at to make sure that these 
agreements are enforceable. 

Mr. Stallman. Yes, we would concur with that. We would like 
to see enforceability. Once we negotiate an agreement, particularly 
the border of Texas has had the same problems with some of the 
vegetables and citrus products down there, and we would certainly 
hope the next trade agreement or modifications to the existing one 
that we do addresses those issues. 

Ms. Thurman. Would any of you like to comment on this? If this 
is happening— maybe you haven't run into it yet within your own 
industries, but certainly at the time that it could happen— are 
there things that you see out there that potentially in the remedy 
process need to be strengthened? 

Mr. Martin. I have no comment on that. Congresswoman. 

Mr. j ERRY King. I have no comment relative to that as it applies 
to our industry. 

Ms. Thurman. So, if it's working well now, don't disrupt it, but 
I think we're all in this together. This is your food supply as well. 
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It may not be the product that you're up here to look at, but it cer- 
tainly is your food supply. 

OK, thank you. 

Chairman Crane. Well, again, I want to express appreciation to 
all of you for testifying today. We're sorry for the interruption. And 
let me reassure you that your printed statements will be made a 
part of the permanent record. 

Thank you. 

And with that, we have in our next panel J ayEtta Hecker, Asso- 
ciate Director of International Relations and Trade Issues for the 
National Security and International Affairs Division for GAO; Sid- 
ney Weintraub, William E. Simon Chair in Political Economy at 
the Center for Strategic and International Studies; and Jack 
Sweeny, policy analyst for international trade and Latin American 
issues at the Heritage Foundation. 

And if you folks will take your seats, I look forward to hearing 
your comments on the past 3 years under NAFTA, and what you 
think about the future of a free trade area in the Americas, hemi- 
spheric free trade. 

And before we get started— and I would like to have you proceed 
in the order that I called you to testify— I want to compliment you, 
J ayEtta, for the North American Free Trade Agreement Impacts 
and I mplementation that you've provided to the Subcommittee. It's 
very valuable and we appreciate it. 

STATEMENT OF J AYETTA Z. HECKER, ASSOCIATE DIRECTOR, 

NATIONAL SECURITY AND INTERNATIONAL AFFAIRS DIVI- 
SION, INTERNATIONAL RELATIONS AND TRADE ISSUES, U.S. 

GENERAL ACCOUNTING OFFICE 

Ms. Hecker. Thank you, Mr. Chairman. If you'd like me to 
begin, as you saw by our statement, there are the three areas that 
you asked us to cover that we're reporting on here today based on 
new work. One is the economic impacts of NAFTA. Two is the dis- 
pute settlement mechanism, the avoidance of disputes as well as 
the actual form of the dispute system, and then, finally, the two 
supplemental agreements. 

Before I begin, because the body of our work is really reported 
in this testimony and it won't otherwise be printed. I'd like to ac- 
knowledge the substantial effort of our GAO evaluators who 
worked pretty tirelessly to put this together: Anthony Moran and 
our team in Los Angeles, as well as Dr. Friberg and other econo- 
mists and staff from our Washington and Los Angeles offices. And 
I really credit them with the details that we were able to cover 
these issues for you in the short time. 

On the economic impact. I'm going to try to speed through that 
pretty quickly because you've heard a lot. What we did was really 
review almost all the economic studies that have been done of 
NAFTA's impact, and we found really a substantial amount of con- 
sensus that results of NAFTA in its limited time period are all 
pretty much consistent with expectations of a positive, but modest 
improvement for the United States. That's in GDP, employment, 
differential effects on different sectors. 

In addition, as was also brought up today, there were important 
geopolitical objectives that the United States had of locking in 
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Mexico's significant reforms that actuaiiy preceded the NAFTA, 
and aiso promoting economic growth, the kind of trade diversion 
that you've reaiiy heard about today, of having trade that is other- 
wise going to other countries go to Mexico. There have aiso been 
indications that there has been that kind of iock-in of those reforms 
and some important movements in supporting a sustained, open 
economy in Mexico. 

The main observation that i'ii net out from our review of those 
studies is on the issue of the methodoiogy for jobs estimates, and 
i think that's an important thing because there are so many peopie 
focusing on it. i think one of the important things that you heard 
today is that NAFTA, not even any iarger trade poiicy in generai 
can reaiiy substantiaiiy aiter overaii U.S. empioyment ieveis. So a 
iot of the focus on iooking on big, aggregate numbers, or that the 
numbers are too smaii or that the numbers are marginai, reaiiy 
sidesteps the reaiity that U.S. overaii economic empioyment condi- 
tions are determine by macropoiicies and demographic conditions. 
So that's kind of one thing about this focus on job numbers. We 
shouidn't be iooking to trade agreements or judging trade agree- 
ments by the jobs created. That's a diversion of what reaiiy is an 
expecteci outcome. 

The second is, even though i make that point, peopie are con- 
cerned about the numbers, even if they're not the major impact. 
And, unfortunateiy, we want to report to you that we have prob- 
iems with everybody's numbers. Most, unfortunateiy, either esti- 
mate oniy the gains or oniy the iosses, and you're reaiiy not getting 
many good estimates of the actual employment effects of NAFTA. 
So we caution you, and our statement goes into detail about the 
calculations or the methodologies, and they're really not very reli- 
able. So a lot of focus shouldn't be on those particular numbers. 

And an example is the Transitional Adjustment Assistance Pro- 
gram. There's a lot of focus on that. Somehow people think that's 
going to tell you how many people lost jobs from NAFTA, and it 
doesn't. It's simply the nature of the prc^ram, what it does, what 
a certification is, the requirements to be certified are not NAFTA- 
related, and those numbers are not a good proxy for the job impact 
of NAFTA. 

Now the two unique elements of the statement that I'll draw 
your attention to are comments on the dispute settlement system, 
which is a very, very important part of the agreement. We heard 
from many that it's helping resolve many issues before they become 
formal cases, and it's kept the formal cases to 36 in the first 3V'2 
years. And a number of people observed to us, for $1 billion of 
trade a day, 36 formal dispute cases is remarkably low. 

On the supplemental agreements, there's been a lot of talk about 
that, and of course we know the trade and environment issue is a 
major debate right now about where that fits in the agreement, 
and that the NAFTA was really quite unique in having these 
agreements. What our statement does for you today is provide 
what the agreements really covered, a lot of focus on cooperative 
elements, and we summarize what kind of cooperative efforts have 
moved forward; much less emphasis on enforcement. They were not 
designed— the language of them are not primarily enforcement 
tools. It's not a punitive system. It's largely set up to use public 
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peer pressure, have broader exposure of those issues, and while 
people may want more, you can't judge whether these agreements 
have been a success judging them by something they didn't set out 
to do. 

So that concludes my summary, and I hope the statement will 
be useful in the future. 

Thank you, Mr. Chairman. 

[The prepared statement follows:] 

statement of J ayEtta Z. Hecker, Associate Director, National Security and 

International Affairs Division, International Relations and Trade Issues, 

U.S. General Accounting Office 

Mr. Chairman and Members of the Subcommittee: 

We are pieased to be here today to testify on the impact and impiementation of 
the North American Free Trade Agreement, or NAFTA. My testimony today wiii 
focus on (1) our review of three major studies of NAFTA's economic impacts and a 
brief overview of NAFTA's adjustment programs, (2) the impiementation of 
NAFTA's mechanisms to both avoid and resoive disputes among the parties, and (3) 
the impiementation of NAFTA's suppiementai agreements on environmentai and 
iabor cooperation. 

My testimony is based on our past work on NAFTA issues i and work we recentiy 
conducted at your request. In addition to assessing a wide range of studies on the 
economic effects of NAFTA, we interviewed pertinent trade ministry officials in the 
United States, Canada, and Mexico, as well as the heads of the NAFTA Secretariat 
and the National Administrative Offices in each country. We obtained the views of 
representatives from business, labor, and environment interests in the three coun- 
tries. 


Background 

NAFTA, which went into effect on January 1, 1994, was intended to facilitate 
trade and investment throughout North America. It incorporates features such as 
the elimination of tariff and nontariff barriers. NAFTA also supports the objective 
of locking in Mexico's self-initiated, market-oriented reforms. By removing barriers 
to the efficient allocation of economic resources, NAFTA was projected to generate 
overall, long-run economic gains for member countries— modest for the United 
States and Canada, and greater for Mexico.^ For the United States, this is due to 
the relatively small size of Mexico's economy and because many Mexican exports to 
the United States were already subject to low or no duties. Under NAFTA, intra- 
industry trade and coproduction of goods across the borders were expected to in- 
crease, enhancing specialization and raising productivity. Although a substantial 
majority of economic studies concluded that only modest economic and employment 
effects were likely, NAFTA generated a heated public debate before the agreement's 
passage in Congress in 1993. NAFTA critics asserted that up to one million U.S. 
jobs would be lost, while the President projected that the agreement would generate 
200,000 U.S. jobs. 

NAFTA also included procedures first to avoid, and then to resolve, disputes be- 
tween parties to the agreement. Separately, the three NAFTA countries negotiated 
and entered into two supplemental agreements designed to facilitate cooperation on 
environment and labor matters among the three countries. 

Before I get into the specifics of these topics, I will summarize our main points. 


J-See North American Fr^ T rade Agreement: Assessment of Major Issues (GAO/GGD-93-137, 
Sept. 9, 1993). Also, see attached list of other related GAO products. 

2A 1993 ITC synopsis of 12 economic studies of NAFTA found that the likely long-term effect 
of NAFTA would be an increase in U.S. real gross domestic product by between 0.02 and 0.5 
percent, U.S. net aggregate employment between 0.03 and 0.08 percent or by 35,063 to 93,502 
jobs, and real average wages by 0.1 to 0.3 percent or by $0.01 to $0.03 per hour. For Mexico, 
ITC reported that the likely long-term effect of NAFTA would be an increase in Mexico's real 
GDP by between 0.1 and 11.4 percent, net aggregate employment between 0.1 and 6.6 percent, 
and real average wages between 0.7 and 16.2 percent. See Potential Impact on the U.S. Economy 
and Selected Industries of the North American F r^ Trade Agreement, USITC Publication 2596 
(Washington, D.C.: U.S. International Trade Commission, J an. 1993). 
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Summary 

Assessment of NAFTA's effects is a complex undertaking. It is difficult to evaluate 
the impacts of NAFTA since the agreement's provisions are generally being phased 
in over a 10-15 year period, and it is hard to isolate the impact of the agreement 
from other trends and events. While recent studies by the International Trade Com- 
mission (ITC), the President, and the Economic Policy Institute offer valuable in- 
sights into the initial effects of NAFTA, in reviewing the studies we encountered 
methodological issues that need to be kept in perspective. Based on our review of 
these studies and other work, we have the following summary observations on 
NAFTA's impacts and implementation to date: 

• While NAFTA is not yet fully implemented, U.S. trade with NAFTA members 
has accelerated. Estimates of changes in total trade among the member countries 
due to NAFTA are generally consistent with pre-NAFTA expectations. The current 
estimates of its impact on gross domestic product range from no discernable effect 
to modest gains for the United States, also consistent with pre-NAFTA long-run pro- 
jections described by ITC. 

• At the sectoral level, there are diverse impacts from NAFTA. Within sectors, 
these may include increases or decreases in trade flows, hourly earnings, and em- 
ployment. Economic efficiency may improve from this reallocation of resources, but 
it creates costs for certain sectors of the economy and labor force, including job dis- 
location. 

• Estimates of the agreement's impact on aggregate employment are widely diver- 
gent, ranging from gains of 160,000 jobs to losses of 420,000 jobs. We believe neither 
of these are reliable estimates of actual labor effects due to methodological limita- 
tions. In general, NAFTA, or broader trade policies, cannot be expected to substan- 
tially alter overall U.S. employment levels, which are determined largely by demo- 
graphic conditions and macroeconomic factors such as monetary policy. 

• While there is wide conceptual agreement on the contribution of trade liberal- 
ization to improvement in the standard of living through increased productivity and 
lower prices, estimating the extent to which NAFTA specifically furthers these goals 
presents a major empirical challenge that may never be overcome. For example, 
there are no estimates of NAFTA's direct impact on productivity. Flowever, growth 
in shared production activity and two-way trade suggests that increases in sector 
specialization, a mechanism through which productivity may be improved, have oc- 
curred. 

One of NAFTA's objectives was to lock in Mexico's market reforms and provide 
long-term economic growth in Mexico, with benefits to the United States through 
a more stable border. Mexico's response to its financial crisis of 1994-95 and the 
recent agreement to accelerate tariff reductions suggest that Mexico has been com- 
mitted to meeting its NAFTA obligations. The effectiveness of NAFTA in locking in 
Mexico's long-term commitment to market reforms and promoting Mexican economic 
growth, however, is not yet clear. 

While data on the use of the NAFTA Transitional Adjustment Assistance program 
(NAFTA-TAA) provides sectoral and geographic information on potential job disloca- 
tions, NAFTA-TAA certifications should not be used as a proxy for the number of 
jobs lost. This is because certifications are likely to either underrepresent or over- 
represent the actual number of jobs affected. For example, under NAFTA-TAA, po- 
tential job losses are not required to be linked directly to NAFTA, thus overstating 
the total. I n addition, not all potentially affected sectors are covered by the program, 
thus understating the total. 

NAFTA's system for avoiding and settling disputes among the member countries 
is a critical element of the agreement. The agreement includes mechanisms such as 
the establishment of committees and working groups and an early consultation proc- 
ess to help the parties avoid disputes. According to government and private sector 
officials, these mechanisms have helped the governments resolve important trade 
issues and have kept the number of formal dispute settlement cases relatively low. 
Under NAFTA's formal dispute settlement mechanisms, as of J uly 1997 there have 
been 32 requests for binational panel reviews of countries' alleged unfair trade prac- 
tices, 2 requests for panel reviews of NAFTA's application, and 2 complaints regard- 
ing investment. 

U.S., Mexican, and Canadian government officials with whom we met were gen- 
erally supportive of NAFTA's dispute settlement process over the past 3 years, not- 
ing especially the professionalism and lack of national bias of the panelists review- 
ing the cases. According to these officials, changes to NAFTA members' trade laws 
agreed to under NAFTA, in particular in Mexico and Canada, have also helped im- 
prove the transparency (openness) of their antidumping and countervailing duty ad- 
ministrative processes, thus reducing the potential for arbitrariness in their applica- 
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tion. Despite their generaiiy positive views of NAFTA's dispute settiement process, 
officiais and iegai commentators in the three countries have expressed some con- 
cerns about deiays in NAFTA's panei seiection process and in the speed and cost 
involved in pursuing a dispute. Further, some U.S. organizations have challenged 
the constitutionality of the provision allowing for binational panel review of coun- 
tries' unfair trade determinations. 

It is too early to determine what definitive effect the supplemental agreements 
will have on the North American environment and labor. Flowever, the two commis- 
sions created to implement the agreements have been acknowledged by some gov- 
ernment and private sector officials for several positive achievements to date. Gov- 
ernment officials in each of the three NAFTA countries we spoke with generally be- 
lieve the respective agreements have positively affected their country's understand- 
ing of and cooperation on labor and environmental issues. In addition, the commis- 
sions' efforts to encourage the enforcement of domestic environmental and labor 
laws through the processes allowing for submissions by interested parties have been 
recognized. These processes are being tested with the filing, to date, of 11 public 
submissions on the environment and 8 on labor alleging lack of countries' effective 
enforcement of their environment and labor laws. 

U.S., Canadian, and Mexican government officials and experts have also ex- 
pressed some concerns about the agreements' implementation. For example, some 
government and private sector officials have cited the need for greater transparency 
in the Commission For Environmental Cooperation's procedures. In addition, a num- 
ber of observers noted the significant difference in the levels of support for the two 
commissions. While the environment commission is funded at $9 million annually, 
the Commission for Labor Cooperation's annual budget is $1.8 million, which report- 
edly has contributed to problems at the labor commission in hiring and retaining 
staff. 


Reviews of NAFTA's Impacts 

The impact of NAFTA on the U.S. economy cannot be directly ascertained since 
changes in trade and investment also reflect other influencing factors. The results 
of economic analyses of NAFTA's impact on U.S. GDP are consistent with the pre- 
NAFTA long-run projections described by the ITC. In contrast, estimates of the 
agreement's impact on aggregate employment are widely divergent. Differences in 
the studies' assumptions and methodologies account for this divergence. 

Since NAFTA's first round of tariff reductions went into effect in 1994,^ total U.S. 
merchandise trade (exports plus imports) with Canada and Mexico has increased 
from an annual average of $269 billion (1991-93) to an annual average of $384 bil- 
lion (1994-96). (See apps l-l 1 1) A significant factor influencing trade was the severe 
1994-95 Mexican financial crisis. This growth in total trade has been accompanied 
by an increase in the U.S. merchandise trade deficit with its NAFTA partners, from 
$8.6 billion to $34.0 billion, as import growth outpaced export growth. U.S. invest- 
ment in Mexico has grown since NAFTA's implementation. From 1994 to 1996, the 
United States had an annual average of $3.1 billion in foreign direct investment to 
Mexico, compared to $2.0 billion from 1991 to 1993. 

Recent Studies of NAFTA's Economic Impact 

Mr. Chairman, let me now summarize the findings from three major reports on 
NAFTA's impact: (1) the in-depth J une 1997 ITC study of NAFTA; ^ (2) the Presi- 


^At the meeting of the NAFTA Commission in March 1997, the NAFTA trade ministers an- 
nounced the successfui conciusion of a set of acceierated tariff reductions. Aiso, based on private 
sector interest, they agreed to initiate negotiations on additionai reductions to be conciuded by 
year's end. 

“^In December 1994, neariy a year after the i mpi ementati on of NAFTA, Mexico was forced to 
devaiue its currency ieading to a serious economic crisis characterized by high unempioyment 
deciining income and consumption, and a sharp reduction of Mexico's imports, inciuding those 
from the U nited States. I n Mexico's Financial Crisis: Origins, Awareness, Assistance, and Initial 
Efforts to Recover (GAO/GGD-96-56, Feb. 23, 1996), we examined the causes of this crisis and 
conciuded that it originated in the growing inconsistency between monetary, fiscai and exchange 
rate poiicies pursued by Mexican authorities in 1994. 

^The Impact of the North American Free Trade Agreement on the U.S. Economy and Indus- 
tries: A Three-Year Rev/ew, USITC Pubiication 3045 (Washington, D.C.: U.S. I nternationai 
Trade Commission, J une 1997). 



150 


dent's J uly 1997 report on the operations and effect of NAFTA;® and (3) a J une 
1997 study by some of the major critics of NAFTA7 

ThelTC 3-Year Assessment 

The J une 1997 ITC assessment of NAFTA impacts represents the most com- 
prehensive research effort we identified to date. Using an econometric approach, 
ITC sought to separate other trade-influencing factors, particularly Mexico's finan- 
cial crisis, from NAFTA's impact on the U.S. economy as a whole, and on nearly 
200 industrial sectors of the U.S. economy. I n addition, the ITC assessment included 
a qualitative review of 68 aggregated sectors. 

Based on all of its analysis, ITC concluded that NAFTA had a modest positive ef- 
fect on the U.S. economy during its first 3 years of operation. ITC was unable to 
quantify a discernible effect on U.S. GDP, aggregate investment, or aggregate em- 
ployment that can be attributed to NAFTA during its first 3 years. ITC concluded 
that NAFTA has significantly affected the aggregate levels of U.S. trade with Mex- 
ico, but not with Canada. 

In its sectoral analyses, ITC found changes in trade, employment, and earnings 
that were due to NAFTA in a limited number of sectors. Among the nearly 200 sec- 
tors whose trade ITC modeled, U.S. exports to Mexico increased significantly in 13 
sectors due to NAFTA, while no sector showed decreased exports to Mexico due to 
NAFTA. U.S. imports from Mexico increased significantly in 16 sectors after the ef- 
fects of other influencing factors were taken into account, while U.S. imports from 
Mexico decreased significantly in 7 sectors due to NAFTA. In an econometric analy- 
sis of 120 industrial sectors, ITC found that 29 industries had changes in hourly 
earnings and employment levels. Among these 29 sectors, hours worked most often 
increased due to NAFTA, while hourly earnings were more often found to decrease. 
In their qualitative sectoral analysis, ITC industry experts found that employment 
declined due to NAFTA in 2 out of 68 sectors: the apparel and women's non-athletic 
footwear sectors. While some effort was made to address productivity impacts, ITC 
was unable to evaluate the direct impact of NAFTA on labor productivity in the var- 
ious sectors due to data constraints. Flowever, the indirect evidence examined by 
ITC suggested a positive impact on U.S. productivity in certain industries. 

T he President's R eport 

The President's report on NAFTA presents the findings of recent studies that esti- 
mate the agreement's impact. These include a commissioned DRI analysis and re- 
search published by the Federal Reserve Bank of Dallas.® Both studies isolate the 
effect of the Mexican financial crisis from NAFTA's effect on bilateral U.S. -Mexico 
trade flows.® In contrast to the ITC effort that modeled the employment impact of 
NAFTA, the President's report uses a simple job-multiplier analysis that assumes 
about 13,000 jobs are supported for every $1 billion in increased exports. 

The Federal Reserve study modeled the impact of NAFTA on U.S. bilateral trade 
with Mexico. They found that NAFTA has on average boosted export growth by 
about 7 percentage points each year since implementation, for a cumulative expan- 
sion of exports of about $5 billion through 1995. U.S. import growth from Mexico 
on average has been about 2 percentage points greater each year, for a cumulative 
impact of about $1.8 billion in additional imports.^® The DRI assessment found larg- 
er trade effects than the Federal Reserve study. The DRI study used a model of the 
Mexican economy to evaluate NAFTA's impact on bilateral trade with the United 
States, but excluded the petroleum sector. It found that in 1996, NAFTA increased 
U.S. exports to Mexico by $12 billion and imports from Mexico by $5 billion. The 
estimated trade impacts were then applied to a DRI macroeconomic model of the 
U.S. economy to simulate their impact on U.S. GDP and investment. According to 


^ Study on theOpa-ation and Effects of the North American Fr^Trade Agreement, U.S. Presi- 
dent's report to the Congress of the United States (Washington, D.C.: The White House, J uiy 
1997). 

The Failed Experiment— NAFTA at Three Years (Washington, D.C.: Economic Poiicy Insti- 
tute, Institute for Poiicy Studies, I nternationai Labor RightsFund, Pubiic Citizen's Giobai Trade 
Watch, Sierra Ciub, and U.S. Business and I ndustriai Counci i Educationai Foundation, J une 26, 
1997). 

®The commissioned DRI analysis drew on a previous report— The I mpact of NAFTA on Mexi- 
can Trade: An Empirical Study (Lexington, MA: DRI/McGraw-H ill, Apr. 1997). David M. Gould, 
"Distinguishing NAFTA from the Peso Crisis," Southwest Economy, Federal Reserve Bank of 
Dallas (Sept./Oct. 1996). 

^Neither study makes an assessment of the extent to which changes in U.S.-Mexico bilateral 
trade reflect trade diversion away from other trading partners. 

i°The Federal Reserve study reports that its estimates of the effects of NAFTA on exports 
and imports are not statistically significant. 
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the President's report, DRI estimates that NAFTA contributed $13 biiiion to U.S. 
reai income and $5 biiiion to business investment in 1996, control iing for the impact 
of Mexico's financial crisisTi 

The President's report uses the export estimates from the two studies to compute 
NAFTA's impact on job creation. The President's report estimates that NAFTA ex- 
port expansion supported between 90,000 and 160,000 jobs in 1996.12 j^e Presi- 
dent's report did not compute any employment impact from increased imports from 
M exi CO. 

Consolidated NAFTA Critique 

The Economic Policy Institute (EPI) prepared an assessment of NAFTA that also 
used a job-multiplier analysis. This assessment was included in the consolidated cri- 
tique of NAFTA. Flowever, the EPI analysis differed from the President's report in 
several notable respects. First, EPI did not separate the impact of Mexico's financial 
crisis from NAFTA's effects on trade flows. Secondly, to compute job losses from 
NAFTA, EPI applied the export job-multiplier to the increase in imports rather than 
just to exports as done in the President's report. Also, EPI included changes in U.S.- 
Canadian bilateral trade in its assessment of NAFTA. 

The critique concluded that the increased U.S. trade deficit with Mexico and Can- 
ada on balance has cost the United States 420,208 jobs since 1993. It states that 
the move to a $16.2 billion U.S. bilateral trade deficit with Mexico in 1996 from a 
bilateral surplus of $1.7 billion in 1993 cost the United States 250,710 of these 
jobs.i4 The critique also notes that the real wages of U.S. blue-collar workers has 
declined for almost 2 decades and suggests that imports from low-wage countries 
such as Mexico are an especially important cause of increasing wage inequality. 

NAFTA Adj ustment Programs 

The benefits of trade agreements are widely dispersed, and the costs or dislocation 
effects are more concentrated. In recognition of the anticipated dislocation of some 
workers, the NAFTA Implementation Act established the NAFTA Transitional Ad- 
justment Assistance (NAFTA-TAA) program in 1994. The program was designed to 
assist workers in companies affected by U.S. imports from Mexico or Canada or by 
shifts in U.S. production to either of those countries. The program is authorized to 
continue until September 30, 1998. NAFTA-TAA benefits include basic readjust- 
ment services: employment services; training, job search allowances: relocation al- 
lowances: and, the feature that most distinguishes the program from basic unem- 
ployment insurance, income support for up to 52 weeks after exhaustion of unem- 
ployment insurance when enrolled in training. 

As of Sept. 4, 1997, NAFTA-TAA certifications (verification of potential job losses 
since NAFTA's implementation) have been issued for 1,206 worker groups in firms 
located in 48 states. Department of Labor statistics indicate that 2,884 workers 


iiThe DRI data that is reported in the President's report differ from the data DRI submitted 
to the President's Coundi of Economic Advisers on J uiy 1, 1997. That submission shows that 
NAFTA contributed $21.2 biiiion to U.S. reai income and $4.2 biiiion to nonresidentiai fixed in- 
vestment i n 1996. 

i^The iower estimate uses an extrapolation of the Federal Reserve assessment that U.S. ex- 
ports expanded by about $5 billion through 1995, while the higher estimate reflects DRTs as- 
sessment that NAFTA expanded U.S. exports by $12 billion. 

13EPI reports that the overvalued peso was related to NAFTA as it artificially reduced the 
price of Mexican imports from the United States, and helped win U.S. passage of NAFTA in 
1993. The United States had a trade surplus with Mexico from 1991 to 1993, giving credence 
to that idea. DRI argues that the process leading to the start of NAFTA complicated stabiliza- 
tion policy in Mexico, and was in that sense a contributing factor to the financial crisis. The 
Impact of NAFTA on the North American Economy (Lexington, MA: DRI/McGraw-Hill, Jan. 
1997). 

i^EPI estimates that from 1993 to 1996 the increased trade deficit with Canada on balance 
cost the United States 169,498jobs. 

i^The United States has two other major programs to aid adjustment of workers who have 
lost their jobs: the Trade Adjustment Assistance and the Economic Dislocation and Worker Ad- 
justment Assistance programs. GAO reviews of these programs as well as the NAFTA-TAA 
found confusion about eligibility, inadequate tailoring of services, and delays in delivery. GAO 
has recommended that the programs be improved and consolidated. See Multiple Employmmt 
Training Programs: Major Overhaul Is Weeded to Create a More Effident, Customer-Driven Sys- 
tem (GAO/T-HEHS-95-70, Feb. 6, 1995); and Dislocated Workers: An Early Look at theNAFTA 
Transitional Adjustment Assistance Program (GAO/H EHS- 95-31, Nov. 18, 1994). 

i^NAFTA-TAA petitions, which can be filed by a group of three or more workers, are first 
reviewed by the Governor of the state where the worker's company is located. The U.$. Depart- 

Continued 
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have been certified as eiigibiefor NAFTA-TAA benefits due to (1) increased imports 
from Canada or Mexico or (2) a shift in U.S. production to Canada or Mexico. Of 
these certifications, 623 were based on a shift of production to Canada or Mexico, 
380 were based on increased customer imports, 167 were based on increased com- 
pany imports, and 36 were based on high and rising aggregate imports from Canada 
or Mexico. As shown in tabie 1, the top five sectors in terms of worker group certifi- 
cations and the number of workers covered were apparei, eiectricai and eiectronic 
equipment, iumber and wood products, fabricated metai products, and industriai/ 
commerdai machinery, and computer equipment. The top 10 states with NAFTA- 
TAA workers covered by certifications were Texas (12,797), Pennsyivania (12,788), 
North Caroiina (12,001), New York (11,924), Caiifornia (7,773), Georgia (6,556), In- 
diana (6,077), Tennessee (5,786), Arkansas (5,397), and New J ersey (4,788). 

Table 1- Number of NAFTA-TAA Certifications by Sector, January 1, 1994-September 4, 1997 


Sector 

No. of worker 
group certifi- 
cations 

N 0 . of workers 
covered 

Apparel 

Electrical and electronic equipment (except computing equip- 

433 

42,140 

ment) 

246 

29,730 

Lumber and wood products (except furniture) 

158 

8,280 

Fabricated metal products 

103 

12,750 

Industrial/commercial machinery, and computer equipment 

103 

11,005 

Other sectors 

164 

38,979 

Total 

1,207 

142,884 


Source: Department of Labor. 


Because of the intense interest in NAFTA's impact on U.S. iabor and the difficuity 
in caicuiating such impact, anaiysts have used NAFTA-TAA data as a proxy for job 
disiocations attributabie to NAFTA. NAFTA-TAA certifications are not an accurate 
measure of jobs iost due to NAFTA, however, because certifications are iikely to ei- 
ther underrepresent or overrepresent the actuai number of jobs affected. On the one 
hand, NAFTA-TAA certifications are not required to be caused by, or iinked to, 
NAFTA— they can be due to generai trade effects between the United States and 
Canada or Mexico. In addition, NAFTA certifications represent potentiai job icsses, 
not the actuai number of jobs iost. These factors couid potentiaiiy iead to the 
NAFTA-TAA figures being overstated. On the other hand, not aii categories of 
workers potentiaiiy affected are covered by the program (for exampie, some services 
workers). Additionaiiy, some researchers have questioned whether empioyees of 
smaii, nonunionized firms are fuiiy aware of program benefits and are thus not 
being served by the program. Further, workers may opt to appiy for other programs, 
particuiariy given the strict training requirement for NAFTA-TAA. These factors 
couid potentiaiiy iead to understatement. Whiie NAFTA-TAA is fuiiy operationai, 
iittie evaiuation has been done of how effectively the program serves to provide re- 
training and adjustment assistance to affected workers. 

The NAFTA impiementing iegisiation estabiished an additionai program to deai 
with job disiocation effects from NAFTA: the U.S. Community Adjustment and In- 
vestment Program under the North American Deveiopment Bank. The program was 
designed to provide ioans and ioan guarantees (up to $22.5 miiiion, according to au- 
thorizing iegisiation) to businesses seeking to iocate or expand existing operations 
in communities with job iosses caused by NAFTA. It was to be implemented by a 
program office in Los Angeles, two advisory committees, and an ombudsman ap- 
pointed by the President. However, during the first 3y2 years of NAFTA, no loans 
were approved under the program. The Treasury Department issued its first des- 
ignation of qualilying communities on August 1, 1997. That announcement declared 
35 communities in 19 states eiigibiefor business loans and loan guarantees. 

Comments on Methodology 

It is very difficult to evaluate the impact of NAFTA since the agreement's provi- 
sions are generally being phased in over a 10-15 year period, and it is hard to iso- 
late the impact of the agreement from contemporaneous economic trends and other 


ment of Labor makes the final determination whether to approve or deny these petitions, and 
issues certifications for approved petitions. 

L'^GAO is currently reviewing the scope and coverage of the NAFTA-TAA program. 
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unique events. While recent studies offer valuable insights into the initial effects of 
NAFTA, in reviewing the studies we encountered methodological issues that need 
to be kept in perspective. 

The estimates of NAFTA's impact on GDP derived from econometric analyses are 
consistent with expectations of NAFTA's long-term impact. The ITC reports that 
NAFTA had no discernable impact on GDP after three years. The President's report 
finds that the short-term, transitory GDP gain from NAFTA was $13 billion in 1996, 
which represents less than 0.2 percent of U.S. GDP. Both estimates can be consid- 
ered consistent with pre-NAFTA prqections that the likely long-term impact of 
NAFTA would be a modest, positive increase in GDP— between 0.02 and 0.5 per- 
cent. 

Several of the reports include conclusions about NAFTA's impact on U.S. aggre- 
gate employment. Flowever, there is widespread consensus among many economists 
that aggregate employment is primarily determined by demographic conditions and 
macroeconomic factors such as monetary policy or interest rates. These economists 
would argue that trade agreements, such as NAFTA, primarily impact labor mar- 
kets by shifting the composition of employment, potentially altering wages and in- 
come distribution, rather than affecting the overall level of employment in the coun- 
try. 

The President's report as well as the EPI study rely on the job-multiplier ap- 
proach to estimate the potential job impact of changes in the nation's trade balance. 
This approach is questioned by many economists for computing the employment im- 
pacts of trade. Furthermore, as an application of this methodology, the President's 
and EPI's analyses both exaggerate their estimates of NAFTA's job impact. For ex- 
ample, the President's report did not calculate any job losses associated with in- 
creased U.S. imports from Mexico due to NAFTA. Likewise, the job losses esti- 
mated by EPI are exaggerated, since some of the increase in U.S. imports from Mex- 
ico displaces imports from other nations rather than U.S. production. 

The impact of NAFTA on wages, low-skill workers, and income inequality is a con- 
troversial issue related to NAFTA's impact on the economy. ITC analyzed the im- 
pact of NAFTA on sectoral wages but did not attempt to determine the impact on 
low-skill workers or income inequality. The President's report largely recapped the 
ITC analysis. While the critique associated trade expansion with two decades of de- 
clining real wages, it did not analyze NAFTA's specific impact. 

An important methodological issue in analyzing NAFTA is how Mexico's 1994-95 
financial crisis is treated. Estimates of NAFTA's impacts over its first 3 years differ 
greatly based on how the crisis is considered in the analysis. ITC's and the Presi- 
dent's reports explicitly excluded its effects in their analysis, while the EPI study 
did not. While s^arating the crisis' impact from that of NAFTA has merit, events 
in Mexico leading to the financial crisis and the response to the crisis are inter- 
twined with NAFTA. The financial crisis tested whether NAFTA succeeded in lock- 
ing in Mexico's market-opening reforms. Mexican government officials noted that 
they met their NAFTA obligations rather than institute immediate tariff increases 
on U.S. products, as had occurred during a previous crisis in 1982. Furthermore, 
they undertook additional market-opening measures such as privatizing govern- 
ment-owned ports and railroads, according to Mexico's Trade and Commerce min- 
istry. 


Mechanisms for Avoiding and Settling Disputes 

NAFTA contains mechanisms to help avoid trade disputes and settle them effec- 
tively when they do arise. In an effort to head off disputes, NAFTA established a 
number of committees and working groups on key trade-related issues to provide 
a channel for discussion of member countries' ongoing concerns. In addition, 
NAFTA's dispute settlement process includes a consultation mechanism that encour- 
ages members to make every effort to resolve differences in meetings and discus- 
sions before requesting a review. Further, the agreement's formal dispute settle- 
ment mechanisms address member countries' potential use of unfair trade practices, 
the interpretation and application of NAFTA, and the protection of investor rights. 
Finally, changes in NAFTA member countries' trade laws were required by the 
agreement to increase the level of transparency in countries' trade remedies deter- 
minations. 


i^The report argues that imports do not necessarily displace U.S. production and that because 
the "mainstream economic community has not developed any broadly agreed upon methodology" 
to estimate the displacement effect, the export job-multiplier computation should not be us^ 
to calculate employment level changes due to imports. 
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U.S., Mexican, and Canadian private sector and government officiais with whom 
we spoke were generaiiy supportive of NAFTA's dispute settiement process over the 
past 3 years. For exampie, they cited increased transparency in member countries' 
administration of trade remedy iaws required by the agreement. Fiowever, some 
U.S. and Canadian officiais were concerned about the timeiiness of NAFTA's panei 
seiection process. In addition, Mexican officials acknowledged that Mexico's pool of 
potential panelists is somewhat limited because Mexican attorneys are still develop- 
ing expertise in trade dispute matters. Furthermore, questions have arisen regard- 
ing the constitutionality of NAFTA's dispute settlement provisions dealing with 
countries' determinations of alleged unfair trade practices. 

Dispute A voi dance 

NAFTA established a number of committees and working groups on significant 
trade-related issues to enable member countries to discuss their concerns. In addi- 
tion, NAFTA committees and working groups provide forums for consultation on 
comprehensive trade-related subjects, such as rules of origin, agricultural subsidies, 
financial services, standards-related measures, trade and competition, and tem- 
porary entry by business persons. They are composed of trade and other relevant 
officials from the three governments. 

Canadian, Mexican, and U.S. trade officials told us that, in general, NAFTA com- 
mittees and working groups have helped all three countries to address important 
trade issues. They believe that these groups have prevented many issues from being 
elevated to the trade minister level and thus have minimized their politicization. 
One Canadian trade official commented that the working groups allowed govern- 
ment officials to settle their differences informally. U.S. embassy officials told us 
that Mexico and the United States are participating in NAFTA working groups to 
reduce delays that U.S. exporters encounter in meeting Mexican product standards. 
For example, to facilitate U.S. tire exports, Mexican officials told us they agreed to 
accept test data from U.S. tire manufacturers for the first time. A Canadian trade 
official cited a committee's work on accelerating the elimination of tariffs on certain 
products. Other examples of committee and working group efforts mentioned by gov- 
ernment officials included harmonizing labeling requirements on apparel among 
NAFTA countries and resolving disagreements on classifying goods to meet NAFTA 
rules of origin. 

NAFTA has also built into its dispute settlement process opportunities for disput- 
ing parties to participate in consultations, or face-to-face meetings, to resolve their 
differences. These consultations are meant to allow parties to air their concerns and 
seek mutually agreeable solutions before pursuing more formal institutional review 
under NAFTA. If the parties resolve their differences through consultations, they 
do not need to go any further in NAFTA's dispute settlement process. If differences 
are not resolved, the parties can request dispute settlement panel review. For exam- 
ple, seven such prepanel consultations are currently ongoing, one of which recently 
ended in a mutually acceptable resolution. 

Enforcement 

The three major dispute settlement provisions of NAFTA are set forth in chapter 
19, chapter 20, and chapter 11. These chapters provide mechanisms for dealing with 
the three primary areas in which disputes can arise, that is, unfair trade practices 
(chapter 19), the interpretation and application of NAFTA (chapter 20), and the pro- 
tection of investor rights (chapter 11). NAFTA's chapter 20 also promotes the use 
of arbitration and other forms of alternative dispute resolution for international 
commercial disputes between private parties in the free trade area, although it does 
not prescribe or establish arbitration procedures. 

There have been 32 chapter 19 r^uests for binational panel review as of J uly 
1997, including 14 completed cases with final panel decisions, 9 cases still active, 
and 9 cases terminated without a decision (see app. IV for more information on com- 
pleted cases.) There were no requests for Extraordinary Challenge Committee^® re- 
view under NAFTA. Officials from all three countries with whom we spoke consid- 
ered the chapter 19 process to be working very well. They believed that the final 
panel decisions made thus far had been balanced and fair and completed in a timely 
manner.2o They observed that in their view, concerns about panels voting along na- 


i^While a chapter 19 decision cannot be appeaied in domestic courts, invoived parties may 
request a review by an Extraordinary Chaiien^ Committee composed of three judges or former 
judges seiected by the parties. 

^°Our 1995 work on Chapter 19 found some participants had concerns about the panel proc- 
ess, certain panel decisions and how they were arrived at. See U.S.-Canada F ree Trade Agree- 
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tional lines or the nature of the panel majority influencing its final outcome have 
proved to be unfounded. In fact, of the 14 completed panel decisions, 11 (79 percent) 
were unanimous. Chapter 19 binational panels took 457 days on average to com- 
plete cases and issue a final decision. Chapter 19 establishes a 315-day guideline 
to issue a final decision from the date a panel was requested. 

Two r^uests for chapter 20 panel reviews have been made under NAFTA. In one 
case, a final panel decision has been issued, and in the other case oral argument 
has been held. A decision is due by the end of the year. A total of seven prepanel 
consultations are ongoing, including two in which the United States is the peti- 
tioner, and five in which the United States is the respondent. Officials with whom 
we spoke believed that the chapter 20 prepanel consultation process helped parties 
avoid formal disputes by allowing them to resolve their differences before requesting 
a chapter 20 panel. Flowever, Mexican government officials and a member of a U.S. 
business association operating in Mexico expressed concern that, in their opinion, 
some of the prepanel consultations under chapter 20, were taking too long. NAFTA 
provides for no time limits on consultations other than those agreed to by the con- 
sulting parties. 

Two U.S. firms have filed complaints under the NAFTA chapter 11 investor arbi- 
tration clause. In one case a panel convened in J uly 1997, and in the other case, 
a panel is still being formed. 

Appendix IV further describes the chapters 19, 20, and 11 provisions and provides 
information on the dispute cases initiated since NAFTA's implementation. 

I mplementation Progress 

According to U.S., Mexican, and Canadian government officials, changes in 
NAFTA member countries' trade laws precipitated by the agreement have increased 
the level of transparency in countries' trade remedies determinations, particularly 
in Mexico. While government officials were generally pleased with the operation of 
NAFTA's dispute settlement process to date, they expressed some concerns about 
the panel selection process. In addition, a constitutional challenge to the chapter 19 
process is pending in U.S. federal court. 

Changes in Signatory Trade Laws to Conform to NAFTA Requirements 

All three signatories agreed to make changes in their trade remedy laws to com- 
ply with NAFTA provisions. For example, NAFTA obligated Mexico to make 21 pro- 
cedural amendments to its laws. Th^ were intended to reduce the potential for ar- 
bitrary antidumping and countervailing duty administrative determinations by in- 
creasing the level of transparency in the administrative process. The amendments 
Mexico was obligated to make to its law included allowing interested parties to fully 
participate in the administrative process, including the right to administrative and 
judicial review of final determinations, elimination of the possibility of imposing pro- 
visional duties before the issuance of a preliminary determination, and explicit time- 
tables for determining the competent investigating authority and for parties to sub- 
mit evidence and comments. The United States and Canada included changes re- 
quired by NAFTA in their implementing legislation, while Mexico amended its new 
Foreign Trade Law shortly before NAFTA became effective. 

In accordance with the NAFTA Implementation Act, the President reported to 
Congress on December 27, 1993 that Mexico implemented the statutory changes 
necessary to bring it into compliance with its obligations under NAFTA. I n addition, 
Mexican officials stated that Mexico also amended its foreign investment, tele- 
communications, and intellectual property laws at that time. Mexico's first trade 
remedies law, including antidumping and countervailing duty measures, was en- 
acted in 1986 when Mexico joined the General Agreement on Tariffs and Trade 
(GATT). According to Mexican officials and the U.S. Section NAFTA Secretariat, the 
law, now in its fourth revision, has dramatically increased the levels of transparency 
and public participation in Mexico's trade remedies determinations. Flowever, these 
officials admitted that Mexico's system for finding redress to unfair trade practices 
was still slow and costly to petitioners. 

Canadian officials told us that both U.S. -Canadian Free Trade Agreement and 
NAFTA provisions on unfair trade practices have encouraged more thorough review 


mmt, Factors Contributing to Controversy in Appeals of T rade R emedy Cases to Bi national Ran- 
ds (GAO/GGD-95-175BR, J une 16, 1995). 

2iAccording to the NAFTA U.S. Section Secretary, the 315-day guideline does not include the 
time when the panels are temporarily suspended. Panels can be suspended when a panelist be- 
comes unable to fulfill panel duties or is disqualified due, for example, to a change in cir- 
cumstances causing the appearance of conflict of interest. 
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and documentation of original antidumping and countervailing duty cases by Reve- 
nue Canada, an agency that administers Canadian trade laws. Prior to these agree- 
ments, these same officials said that Revenue Canada's review processes of these 
cases had been less documented and less subject to outside scrutiny. 

Quality of the Operation of Dispute Settlement 

In general, U.S., Mexican, and Canadian government officials with whom we 
spoke were favorably impressed with the operation of the NAFTA dispute settle- 
ment process over the past 3 V 2 years. They considered the panelists reviewing the 
cases brought forward to date to be of high quality, professional, neutral, and unbi- 
ased. Panelists, we were told, went out of their way to hear all of the arguments 
relevant to each case. In addition, they were pleased that panel reviews and deci- 
sions were conducted with little attention from the media. Officials observed that 
the cases that did attract media attention tended to be those concerning issues that 
had been sensitive long before NAFTA. They further noted that the controversy over 
these cases concerned the substance of the issues rather than the dispute settlement 
process itself. 

U .S., Canadian, and Mexican business groups we spoke with believed that the dis- 
pute settlement framework has provided an orderly, fair, and predictable mecha- 
nism with which to resolve differences. One U.S. business association member ex- 
plained that such a mechanism provided certainty and reduced risk to all partici- 
pants, thereby facilitating trade among the three countries. Another businessperson 
noted that the outcome of the panel decisions was not as important as the certainty 
that the dispute settlement system was unbiased and based upon the rule of law. 

Considering the increased trade among the United States, Canada, and Mexico 
since NAFTA's implementation, many of the private sector and government officials 
with whom we spoke regarded the number of dispute settlement cases over the past 
3 V 2 years to be remarkably low. They attributed this to opportunities to work out 
differences through the NAFTA working groups and the consultation process built 
into the dispute settlement process. 

Panel Selection 

Notwithstanding the support expressed by many business and government rep- 
resentatives for the agreement's dispute settlement process, some participants in 
the dispute settlement process expressed concern about the timeliness of the panel 
selection process. 

NAFTA's chapter 19 provides that involved parties agree on their selection of 
panel members within 55 days of the request for a panel. The average delay over 
and above the required 55 days for panel selection under NAFTA chapter 19 had 
been 53 days. Participants attributed this delay to the logistics of finding qualified 
potential panelists, in particular panelists who meet the NAFTA code of conduct 
that requires that panelists meet certain criteria, including lack of a conflict of in- 
terest. One participant cautioned that such delays could potentially cause problems 
since NAFTA requires the respondent to respond to the complainant's brief within 
60 days of the truest for a panel. In fact, thus far nine panels have been tempo- 
rarily suspended to deal with such situations. 

In addition, a Canadian official responsible for monitoring NAFTA issues believed 
that the two cases involving requests for chapter 20 panels had been delayed due 
to the absence of a chapter 20 roster. Under NAFTA, the chapter 20 panel members 
are normally to be chosen from a roster agreed upon by all three signatories. With- 
out a roster, panelists in the two cases had to be selected from a general population 
of potentially eligible panelists. According to a U.S. Trade Representative official, 
the chapter 20 roster has not yet been formed because the parties could not agree 
on its composition. 

Mexican officials admitted that Mexico's pool of potential panelists was rather 
limited because Mexican attorneys are still developing expertise in trade dispute 
matters. Moreover, the limited number of Mexican trade attorneys increases the po- 
tential that panelists might represent clients in the industries subject to panel re- 
view, a situation not allowed under NAFTA's conflict of interest provisions. Mexican 
officials explained that their government is making every effort to train more profes- 
sionals in the area of trade law. For example, the Mexican government is currently 
sponsoring seminars on trade law and requiring that Mexican universities provide 
classes in antidumping and countervailing duty law as well as in NAFTA dispute 
settlement. 
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Challenge to Constitutionality of Binational Panel System 

Critics have questioned whether the chapter 19 binationai panel review system, 
by replacing federal court review with bi-national panel review, violates article III 
of the U.S. Constitution that provides that judicial power be exercised by U.S. fed- 
eral courts. They also question whether the chapter 19 system may violate the ap- 
pointments clause of article II of the U.S. Constitution, which requires that judicial 
officials be appointed by the President with the advice and consent of the Senate, 
since chapter 19 panelists are not nominated by the President and confirmed by the 
Senate. In J anuary of this year, the American Coalition for Competitive Trade 22 
filed a lawsuit in the U.S. Court of Appeals for the District of Columbia Circuit 
charging that chapter 19 violates articles II and I II of the U.S. Constitution. 

In view of these developments, it is possible that questions concerning the con- 
stitutionality of the chapter 19 binational panel review system may be resolved by 
the federal courts. However, if and when the courts will ultimately decide these 
issues is uncertain. 

I MPLE mentation OF ENVIRONMENT AND LABOR AGREEMENTS 

During the NAFTA negotiation process, parallel negotiations were undertaken to 
address environment and labor issues. The two resulting agreements emphasized co- 
operation to improve environment and labor conditions in North America; they also 
created mechanisms to address enforcement of environment and labor laws in each 
of the three countries. After 3y2 years of implementation, it is too early to say what 
definitive effect these side agreements will have on the environment and labor. The 
commissions set up to implement the two agreements have been acknowledged for 
their efforts to date to further cooperation in their respective areas, but observers 
also have concerns about various aspects of the agreements' implementation. 

Coverage and Results of the Environmental Agreement^^ 

The North American Agreement on Environmental Cooperation signed by Canada, 
Mexico, and the United States in September 1993, went into effect along with the 
North American Free Trade Agreement on January 1, 1994. The environmental 
agreement aims to protect, conserve, and improve the environment through in- 
creased cooperation and transparency among the three governments and greater 
public participation. In addition, the agreement provides citizens and governments 
an opportunity to file complaints regarding a country's failure to enforce its environ- 
mental laws. 

The environmental agreement established the Commission for Environmental Co- 
operation in Montreal to help the three signatory countries achieve the objectives 
set forth in the agreement. Its organizational structure consists of a Council, a Sec- 
retariat, and a J oint Public Advisory Committee. Since 1995, this commission has 
been funded at approximately $9 million per year, with equal contributions from 
each member country. In 1996, the commission created a fund for community-based 
projects in Canada, Mexico, and the United States that promotes the commission's 
goals and objectives. In 1997, $1.6 million of the annual budget was used for this 
fund. 

Cooperati ve E fforts 

Since its first full year of operation in 1995, the environmental commission has 
undertaken a work program designed to improve environmental cooperation. Work 
program areas and examples of projects undertaken by the commission are outlined 
in table 2. 


22The ACCT, a nonprofit organization incorporated under Virginia iaw, is a coaiition of 21 
organizations and corporations organized for the purpose of protecting the industriai and agri- 
cuiturai capacity, tax base, and economic weii being of the United States. 

2^NAFTA was aiso accompanied by a biiaterai agreement between the United States and 
Mexico that estabiished the North American Development Bank and the Border Environment 
Cooperation Commission. The primary goal of these two institutions is to provide seed money 
for environmental infrastructure and community development projects along the U.S.-Mexico 
border and to review proposals for such funding. A discussion about the implementation of the 
North American Development Bank and the Border Environment Cooperation Commission is be- 
yond the scope of this testimony. For a detailed analysis of these two agreements, see Intar- 
national Environment Environmental I nfrastructure Needs in the U.S.-Mexican Border Region 
Remain Unmet (GAO/RCED-96-179, J uly 22, 1996). 
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Table 2- Commission for Environmental Cooperation's Regional Cooperation Projects 


Work program area Examples 


Conservation Developing plans to conserve and protect North American birds and 

monarch butterflies 

Developed plans to establish a North American Biodiversity Informa- 
tion Network 

Developed plans to implement strategies to protect regional marine 
life 


Protecting human 
health and the envi- 
ronment. 

Environment, trade, 
and the economy. 


E nforcement coopera- 
tion. 

Information and public 
outreach. 


Coordinated the development of regional action plans for PCBs, DDT, 
chlordane, and mercury 

Coordinate the completion of transboundary environmental impact as- 
sessment procedures by April 1998 

Fund and fadlitate the creation of an information clearinghouse on 
environmental technology and services 

"NAFTA Effects" projects: 

—Completed NAFTA intergovernmental institutions study in 1997 

—Refine the general framework for assessing NAFTA's environmental 
impacts by completing a study on the environmental effects of the 
deregulation of the energy and agriculture sectors (expected in 
1997) 

Groups established under this program have met and exchanged in- 
formation, strategies, and expertise on enforcement, compliance, 
and legal trends 

Complete enhancements to the commission's website that will provide 
regional information on the environmental dimensions of physical, 
socioeconomic, and ecological variables (expected in 1997) 


Enforcement 

The environmental supplemental agreement provides two separate mechanisms 
regarding a government's failure to enforce its environmental laws: (1) articles 14 
and 15 provide for citizen submissions on enforcement matters, and (2) part V pro- 
vides for government-to-government consultation and resolution of disputes. Envi- 
ronmental officials from Canada and the United States generally believe that the 
citizen submission process is working well. They believe the submissions are being 
fairly reviewed by the Secretariat. In Canada, one official commented that this proc- 
ess has even helped the provincial and national environmental agencies harmonize 
their responsibilities. 

Citizen submission process. Under the citizen submission process, a citizen or citi- 
zen group may submit a claim to the environment commission's Secretariat that a 
party to the agreement is failing to effectively enforce its environmental laws. If 2 
out of the 3 countries agree that the submission has merit, the commission will pre- 
pare a factual record (that is, an investigation of the matter) that could lead to pub- 
lic pressure to improve enforcement. Unlike part V of the agreement for resolving 
government-to-government environment disputes, the citizens submissions process 
does not provide this commission with the ability to impose sanctions. 

Since the citizen submission process came into effect, 11 submissions have been 
filed. 24 Of these 11, 3 cases were submitted alleging that the United States had 
failed to enforce its environmental laws. Of these three submissions, two were ter- 
minated because they dealt with legislative changes or new environmental laws 
rather than nonenforcement , 25 and the third was withdrawn. In this third instance, 
the submitter alleged that the Department of Defense's expansion of Fort Fluachuca, 
Arizona, would drain the local water supply and destroy the ecosystem that is de- 
pendent upon it. In its response, the U.S. government contended it was not failing 
to enforce environmental law and that the citizen submission did not warrant an 


24For a listing of all submissions— the country affected, the submitter, and the status— see 
appendix V. 

25For example, the case submitted by the Sierra Club and other organizations in August 1995 
alleging that the Fiscal Year 1995 Supplemental Appropriations, Disaster Assistance and Re- 
sdssionsAct contained a rider suspending enforcement of U.S. environmental laws for a logging 
program was terminated on December 8, 1995 because the Secretariat determined that the case 
was not a non-enforcement case. The Secretariat's assessment was that these organizations sub- 
mitted the case as a means of seeking an alternate forum for disputing a U.S. legislative deci- 
sion. 
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inquiry to gather factuai information. In J uiy 1997, the submitter withdrew the fii- 
ing, and the process was terminated. 

The remaining cases were against Canada and Mexico, with six being fiied 
against Canada and two against Mexico. The case that has proceeded the furthest 
involves a submission fiied by three Mexican nongovernmentai organizations in 
1996, aiieging that the Mexican government faiied to effectively enforce its environ- 
mentai iaws regarding the construction and operation of a pubiic harbor terminai 
in Cozumei. The Secretariat recommended, and the Councii approved, that a factuai 
record be prepared in this case. The Secretariat transmitted the finai factuai record 
to the Councii on J uiy 25, 1997. The Councii may, upon a two-thirds vote, make 
the finai record a pubiic document. 

Government-to-government disputes. Aithough a process for consuiting on and re- 
soiving government-to-government disputes regarding a "persistent pattern of faii- 
ure to effectively enforce its environmentai iaws" is caiied for under the agreement, 
no ruies of procedure for impiementing this segment— part V— of the agreement 
have been estabiished to date.^s Uniike the citizen submission process identified in 
articies 14 and 15 of the environmentai agreement, part V aiiows an arbitration 
panei reviewing the case to impose monetary sanctions or to withdraw NAFTA ben- 
efits if it determines that the government against which a compiaint was fiied per- 
sistentiy faiied to enforce its environmentai iaws. Without ruies of procedure, no 
NAFTA member country can raise a compiaint under this section of the environ- 
mentai agreement, which was designed to heip resoive disputes arising between gov- 
ernments. 

I mplementation Progress and Issues 

The environmentai commission is credited with making some progress in impie- 
menting the environmentai agreement. Flowever, impiementation issues invoiving 
the focus of the commission's cooperative work programs, transparency of the en- 
forcement mechanisms, and the governments' commitment to the agreement remain. 

Progress on cooperation and participation. Officiais we spoke with at the U.S. and 
Canadian environmentai agencies, as weli as at a Mexican nongovernmentai organi- 
zation, were generaiiy pieased with impiementation of NAFTA's environmentai 
agreement. According to these officiais, the agreement and its commission provide 
the three countries an opportunity to examine broader, regionai environmentai ob- 
jectives and to develop cooperative action pians on agreed-upon priorities. Actions 
taken by the commission in impiementing the environmentai agreement are iisted 
in tabie 2. 

Environmentai officiais in aii three NAFTA countries aiso commented on the in- 
creased ievel of pubiic participation achieved through the agreement. This is espe- 
daiiy true in Mexico, according to a Mexican expert we spoke with, who told us that 
the agreement has given the Mexican government the political will to strengthen 
its environmental laws and include citizen input. Another Mexican environmental 
expert has stated that the commission has been an important catalyst for developing 
a more transparent regulatory process and ensuring a more consistent application 
of environmental laws in Mexico. 

Similar reactions were also expressed by some other environmental experts re- 
viewing implementation of the environmental agreement. In a letter sent to the 
Council, an independent panel of experts ^7 said that the environmental agreement 
and the commission have done much to develop as an important focus for environ- 
mental cooperation and dialogue in North America. 

Concerns about work programs and studies. Despite the achievements acknowl- 
edged by government officials and experts, some observers have raised concerns 
about the work undertaken by the commission. For example, Mexican trade officials 
stressed their concerns about both the process and content of the work program. Ac- 
cording to these officials, the commission needs more transparent criteria for its se- 
lection and funding of projects, and the Mexican government should have much 
more input into the funding of projects earlier on in the process. Furthermore, they 
believe that the commission is funding several environmental projects that are du- 
plicative of some ongoing efforts to improve conditions along the U.S. -Mexico border. 
The U.S. Environmental Protection Agency has raised other concerns about the 
process used to determine the studies undertaken by the commission. Specifically, 


76According to a U.S. Environmental Protection Agency official, the NAFTA members expect 
to complete these rules by the end of 1997. 

27The Commission for Environmental Cooperation Secretariat convened a panel of experts in 
March 1997 to help it prepare for a mandated internal evaluation. The trinational panel in- 
cluded a U.S. Congressman and was chaired by the United Nations' chief advisor on environ- 
mental issues. 
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an agency official tdd us that the process used to determine whether or not to pre- 
pare a study needs to be more transparent. Canadian trade and environment offi- 
cials did not express any concerns about the commission's work programs or studies. 

Concerns about the citizen submission process. Questions r^arding the consist- 
ency with which the citizen submission process has been applied, the transparency 
of this process, and the guidelines developed to implement it were raised by officials 
we spoke with. 

• Mexican officials believe the environment commission has been inconsistent in 
its handling of the cases filed under the citizen submission process, showing more 
flexibility towards some governments involved in cases than others. Specifically, 
they are dissatisfied with the application of the process in the Cozumel public har- 
bor case alleging Mexico's failure to effectively enforce its environmental law. 

• Mexican environmental experts believe the environment commission needs to 
increase the transparency of the submission process. For example, they believe the 
submitter should be allowed to review a draft of the factual record prepared by the 
secretariat, as the government is allowed to do, before it is finalized. 

• U.S. environmental officials are concerned that the citizen submission guide- 
lines currently allow the submitter to withdraw a filing at will. Once the Secretariat 
receives notification of the withdrawal, it is required to halt the process of investiga- 
tion. According to an official at the Environmental Protection Agency, it was a mis- 
take to include such a provision in the guidelines because the process may be halted 
at any stage regardless of the level of resources the commission and the govern- 
ments may have put into processing and responding to the allegation. The official 
told us these guidelines are currently being revised. 

Concerns about an independent commission. A panel of experts and officials at the 
environmental commission we spoke with stressed the importance of improving the 
commission's independence and its ability to autonomously decide to undertake a 
study or a work program. Problems associated with this issue arose during the an- 
nual program and budget review process in which Mexican government officials 
withheld their support and approval for a project to study the environmental effects 
of NAFTA in certain sectors. Officials from Mexico objected to the project because 
they believed the commission had not adequately consulted them in the identifica- 
tion of the sectors— energy and agriculture— to be studied. While support for the 
project, referred to as the second phase of the NAFTA Environmental Effects 
project, was eventually granted for the remainder of 1997, its continuation beyond 
that was made contingent upon a group of trade and environment officials from 
each country recommending the terms of reference for future work in this area. 

Concerns about national commitment to the environmental agreement. Experts, 
some government officials, and officials at the commission's secretariat were con- 
cerned about what they regard as a low level of national commitment to the envi- 
ronmental agreement. A commission official we spoke with commented that agencies 
responsible for implementation of the NAFTA environmental agreement in both the 
United States and Mexico have been constantly understaffed, which has had an ad- 
verse impact on the agreement's implementation. For example, Canadian officials 
told us that without an adequate level of staff to implement the agreement in each 
country, marketing of the agreement's strengths, its cooperative work efforts, and 
its enforcement mechanisms suffer. Furthermore, officials we spoke with said that 
it was surprising that, compared to Canada and Mexico, the United States has con- 
sistently had the least number of staff— one— assigned to oversee implementation. 

Coverage and Results of the Labor Agreement 

The North American Agreement on Labor Cooperation signed by Canada, Mexico, 
and the United States in September 1993, went into effect on J anuary 1, 1994 along 
with NAFTA. The agreement aims to improve working conditions and living stand- 
ards in each country, encourage exchange of information on and foster transparency 
in the administration of labor law, and pursue cooperative labor-related activities 
among the three countries. The three governments have also committed themselves 
to promote compliance with and effectively enforce (subject to domestic law) 11 labor 
principles, including the freedom of association and protection of the right to orga- 
nize: the right to bargain collectively and strike: minimum employment standards: 
elimination of employment discrimination: equal pay for women and men: and pro- 
tection of migrant workers. 

The labor agreement established the Commission for Labor Cooperation in Dallas 
as a trinational organization responsible for fostering cooperative labor-related ac- 
tivities and performing independent evaluations. The commission was funded in 
equal parts by the three countries at $1.8 million in 1996. In addition, the labor 
agreement permits the parties to develop a consultative system to address domestic 
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labor-related Issues. This Includes a dispute settlement mechanism to address lack 
of enforcement by a party of certain labor law standards. 

C ooperati ve E fforts 

The commission, In order to meet Its obligations to pursue cooperative labor- 
related activities, has completed a number of efforts since It went Into operation In 
September 1995. Examples Include those listed In table 3: 


Table 3- Commission for Labor Cooperation's Cooperative Efforts 


Selected areas of cooperation 


Recent examples 


Occupational safety and health 


Human resource development 
Labor-management relations . 

Productivity improvement 

Labor statistics 


North American Occupational Safety and 
Health Week, held June 1997 simulta- 
neously in each country 
Completion of "Petrochemical Study Tour" on 
prevention of catastrophic explosions (Octo- 
ber 1996) 

Workshop on Continuous Learning and Devel- 
opment in the Workplace (April 1996) 
Tripartite conference on "Industrial Relations 
for the 21st Century" (March 1996) 

North American seminar on incomes and pro- 
ductivity 

Report profiling North American labor mar- 
kets (I une 1997) 


Enforcement 

The labor agreement provides for a series of processes to ensure the enforcement 
of each country's labor law, emphasizing cooperation and consultation throughout 
the various steps. If a person or group wishes to allege that one country has failed 
to effectively enforce Its labor laws. It may file a submission with the National Ad- 
ministrative Office of another country. The National Administrative Office receiving 
the submission may then Investigate the allegation. Including holding public hear- 
ings to gather Information. Consultation with other National Administrative Offices 
follows If the submission Is accepted. The Secretary of the National Administrative 
Office receiving the submission may then recommend that ministerial consultations 
take place on the subject. Depending on the nature of the allegation, additional 
steps In the process could Include the formation of an evaluation committee of ex- 
perts If ministerial consultations have not resolved the Issue, as well as other coop- 
erative and consultative steps. 

If cooperative efforts to resolve problems fall, the labor agreement provides a dis- 
pute settlement mechanism In three Instances where a submission Involves an alle- 
gation of a persistent pattern of failure to effectively enforce labor rights: occupa- 
tional safety and health, child labor, and minimum wage technical labor standards. 
In such a case, an arbitration panel may be formed to review the matter and make 
recommendations for corrective action. Failure of one of the parties to fully Imple- 
ment the panel's recommendations could ultimately lead to a monetary sanction to 
be placed In a fund to be used to Improve or enhance labor law enforcement In the 
non-conforming country. Failure to pay the monetary sanction could result In sus- 
pension of NAFTA benefits. 

Eight cases have been submitted since the establishment of the National Adminis- 
trative Offices. Seven have been submitted to the U.S. National Administrative Of- 
fice against Mexico, and one has been submitted to Mexico's National Administra- 
tive Office against the United States; none have Involved Canada. None of the cases 
submitted so far has fallen In a category of labor principles that could ultimately 
qualify for dispute settlement and sanctlons.^^ A more detailed description of the 
submissions can be found In appendix VI. 


28The North American Agreement of Labor Cooperation provided for a maximum monetary 
enforcement assessment of $20 million in 1994. In subsequent years, this assessment can be no 
greater than 0.007 percent of the total trade in goods between the parties during the most re- 
cent year for which data are available. 

^^The first seven cases all dealt with the labor principle of freedom of association and the 
right to organize. Under the North America Agreement on Labor Cooperation, cases of this sort 
are not eligible for independent evaluation or arbitration. The most recent case involves the 

Continued 
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I mplementation Progress and Issues 

The labor agreement is the first international agreement to link labor issues to 
an international trade pact. Recent efforts to link trade agreements and labor 
issues, building on NAFTA, have proven to be very controversial. For example, at 
the first ministerial meeting of the World Trade Organization (WTO) at Singapore 
in December 1996, WTO members r^ected a U.S. proposal to create a working 
group to study the relationship between trade and labor standards. Thus, while the 
labor agreement is limited in its scope, according to some critics, it remains a visible 
experiment in the linkage of labor standards to international trade agreements. 

Labor officials knowledgeable about the labor agreement in each country told us 
that they believe that the agreement has had a positive effect on increasing the 
level of understanding about labor issues in North America— one of its major objec- 
tives. Many of the activities associated with the agreement have been focused on 
improving the level of understanding of each country's labor system because, accord- 
ing to one National Administrative Office Secretary, such understanding has been 
woefully lacking in the past. 

Personnel Issues. Difficulty in hiring and retaining staff has been identified as an 
impediment to the implementation of the labor agreement. The National Adminis- 
trative Offices in each country went into operation in J anuary 1994 at the same 
time that NAFTA went into effect. At the first meeting of the commission's Council 
in March 1994, labor ministers from each country indicated they planned to hire an 
Executive Director by J une 1, 1994. Flowever, the position was not filled until April 
1995 due to difficulties in hiring a Canadian Executive Director, according to com- 
mission officials. Because of this delay, the commission's opening did not occur until 
September 1995, almost 2 years after the labor agreement went into effect. In addi- 
tion, turnover at both Mexico's National Administrative Office and at the labor com- 
mission has disturbed the continuity of operations, according to U.S. and Canadian 
officials. Finally, disparate national treatment in the application of personal taxes 
for employees at the commission has resulted in different net salaries for each na- 
tionality, and has negatively affected both recruiting efforts and morale, according 
to commission officials. 

Budgetary issues. Funding levels for the commission have also been raised as a 
concern related to the effectiveness of the commission. The NAFTA Implementation 
Act authorized a U.S. contribution to the commission of $2 million for each of fiscal 
years 1994 and 1995. Since the burden of funding the commission must be borne 
equally by each country, this indicated a potential annual commission funding level 
of $6 million. Flowever, the actual annual commission budget for the past several 
years has been $1.8 million (U.S. contribution totalling $600,000). A commission of- 
ficial explained that by the time the commission was ready to be funded, Mexico 
had entered into its financial crisis and requested a temporary funding limit on the 
commission of $600,000 per country. 

The funding limitations are causing concern on the part of some observers that 
the commission does not have adequate resources to meet its obligations. The Direc- 
tor of the Mexico National Administrative Office told us that while the commission 
has requested a budget raise from its Secretariat, the Mexican government has de- 
cided not to authorize an increase until it has had an opportunity to examine the 
commission's annual work plan. Commission officials told us that the Canadian gov- 
ernment has already appropriated $1 million for its share of the budget and is di- 
verting 40 percent of it to support NAFTA environment efforts to remain in compli- 
ance with labor agreement provisions that no country contribute more than any 
other to support the commission. 

Thank you Mr. Chairman, this concludes our prepared remarks. We will be happy 
to answer any questions you or Members of the Subcommittee may have. 


labor prindple of the elimination of employment discrimination, which is eligible for independ- 
ent evaluation, but not arbitration. 
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APPENDIX I- SELECTED STATISTICS ON NAFTA MEMBER COUNTRIES 



United States 

Canada 

Mexico 

Population (1995, in millions) 

263 

30 

92 

Per capita GNP (1995, PPP clollars)!i 

$26,980 

$21,130 

$6,400 

Average annual growth rate of real per capita 
GNP, 1985-95 (percent) 

1.4 

0.4 

0.1 

Average annual inflation rate, 1985-95 (per- 
cent) 

3.2 

2.9 

36.7 

1 nvestment as a percent of GDP, 1995 

16 

19 

15 

Exports to U.S. as a percent of total exports, 
1995 


80 

84 

Total trade as a percent of GDP, 1995'= 

24 

71 

48 


Legend: 


GDP = gross domestic product 
GNP = gross national product 
PPP = purchasing power parity 

‘■Purchasing power parity is d^ined as the number of units of a country's currency required to buy the same 
amounts of goods and services in the domestic market as US $1 would buy in the United States. 

I’Total trade share in GDP equals exports and imports of goods and services as a percentage of gross domes- 
tic product. 

Source: World Bank Atlas, 1997. 


APPENDIX II- MERCHANDISE TRADE RELATIONSHIP BETWEEN NAFTA MEMBERS, 1991-93 AND 1994-96 



Annual 

average 

Annual average growth rate 
(percent) 





1991-93 

1994-96 

1991-93 

1994-96 

U .S. exports to: 

Canada 

$91.8 

$124.3 

6.5 

9.8 

M exi CO 

38.5 

51.0 

13.9 

12.1 

Canada and Mexico 

130.3 

175.3 

8.4 

10.2 

World— excluding Canada 
and Mexico 

314.5 

397.3 

4.7 

10.4 

U.S. imports from: 

Canada 

$102.9 

$146.7 

6.7 

12.1 

M exi CO 

36.2 

62.4 

9.9 

22.1 

Canada and Mexico 

139.1 

209.1 

7.5 

14.9 

World— excluding Canada 
and Mexico 

414.9 

550.3 

4.4 

9.5 

U.S. total trade with: 

Canada 

$194.7 

$271.0 

6.6 

11.0 

M exi CO 

74.7 

113.4 

11.7 

16.9 

Canada and Mexico 

269.4 

384.4 

7.9 

12.7 

World— excluding Canada 
and Mexico 

729.4 

947.6 

4.5 

9.8 


Source: International Monetary Fund, Direction of Trade Statistics, 1997. 
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APPENDIX III 

U.S. MERCHANDISE TRADE WITH MEXICO. 1390-96 


Billions of dollars 



U.S. exports to Mexico U.S. imports from Mexico 


Source: International Monetary Fund, Direction of Trade Statistics . 1997. 


Appendix IV 

NAFTA Dispute Cases 

NAFTA chapters 19, 20, and 11, respectively, deal with the three primary areas 
in which disputes can arise— unfair trade practices, the interpretation and applica- 
tion of NAFTA, and the protection of investor rights. In the SVi years since 
NAFTA's implementation, dispute cases have arisen in all three areas. A brief de- 
scription of the three chapters' provisions and information about the dispute cases 
initiated to date are provided in the following paragraphs. 

Chapter 19 

Chapter 19 lays out the system for the review of antidumping and countervailing 
duty final determinations made by the domestic agency of the importing country in 
the dispute.^ Chapter 19 replaces domestic judicial review of those final administra- 
tive determinations with binational panel review. Five-member binational panels 
of experts chosen from rosters developed by each of the three signatories review the 
determinations and issue final decisions. Panels apply the law of the country whose 
agency is under review. These panels usually consist of lawyers, sitting or retired 
judges, former government officials, noted academics, and others who specialize in 


30Anti dumping and countervailing duty laws in the United States are administered jointly by 
the U.S. International Trade Commission and the U.S. Department of Commerce, and in Can- 
ada and Mexico respectively by Revenue Canada and SECOFI (Subsecretaria de N egoci ad ones 
Comerciales I nternacionales.) 

Dumping is the sale of commodities in a foreign market at a price that is lower than the price 
or value of comparable commodities in the country of origin. A countervailing duty is a U.S. 
government fee on goods imported into the United States in an amount equal to any subsidy 
provided with respect to manufacture, production, or export of those goods by a government of 
another country. 

3ipanels are binational because they are comprised of members from the country of the peti- 
tioning party and the responding party in the case. 
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trade dispute settlement and international affairs. Panels may either uphold a de- 
termination or remand jt to the investigating authority. The panel's decision on 
the case is final and binding and cannot be appealed in the domestic courts. In cer- 
tain extraordinary circumstances, such as the gross misconduct of a panel member, 
a party involved in a chapter 19 dispute can request that a final panel decision be 
reviewed by an Extraordinary Challenge Committee. Table IV. 1 provides informa- 
tion on the chapter 19 NAFTA dispute settlement cases for which there were final 
panel decisions. 


32A remand is a court or panel decision returning a determination to an agency for further 
action. Remands can request that agencies explain determinations, provide more information, 
or make corrections. 
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APPENDIX IV 

Table IV.I: Completed NAfTA Chapter 19 Binational Panel Reviews Through August 1997 


Ca-se identification 
(in descending order) 

Commodity 

Type of 

determination by 
domestic agency 

Nationality of 
appealing parties 

Panel 

majority 

Total 

number of 
days to 
complete* 

Unanimous 

decisions? 

Results of panel 
decisions 

USA-95-1904-05 

Fresh cut 
flowers from 
Mexico 

Dumping 


Mcx. 

605 

Yes 

Reduced duties for 3 
producers from 39.95% to 
18.20% 

lISA-95-1904-04 

Oil country 
tubular goods 
from Mexico 

Dtunping 

Mexican &U.S- 

U.S. 

Sll 

Yes 

Reduc:ed duties for all 
pnitlucere from 23.79% to 
21.70% 

USA-95-1904-03 

Color picture 
tubes fiTim 
Canada 

Dumping 

Canadian 

Can. 

326 

Yes 

Alliniietl domestic 
agency determination 

USA-95-1904-02 

Gray Portland 
cement & 
cement clinker 
from Mexico 

Dumping 

Mexican 

U.S. 

467 

Yes 

Affirmed domestic 
agency determination 

rrSA-95-1904-01 

Porcelain-on- 

cookingwarc 
from Mexico 

Dumping 


U.S. 

541 

Yes 

Agency instructed to 
adjust metiiodology for 
determining rebated or 
uncollected value-aihled 

tax 

USA-94-1904-02 

Leather wearing 
apparel from . 
Mexico 

Countervailing 
duties (CVD) 


M.X. 

400 

Yes 

Duty lowered from 

13.35% ad valorem to 
none for 2 jntiducers 

i;SA-94-1904-01 

Live swine from 

Canada 

Countervailing 

duties 

Canadian 




Reinstated the sows and 

boars subcla.s,s anil set a 
separate CVD rate for it. 

MEX-94-1904-(l3 

Ciyslal and 

polystyrene 
from U.S- 

Dumping 

U.S. 

M“- 

654 

No 

Affirmed domestic 
agency determination 

MEX-94-1004-02 

Cut— lo-lengtli 
plate products 
from U.S. 

Dumping 

U.S. 

U.S. 

436 

No 

Domestic agency 
deteiTnination declared 

null and void and duties 
revoked. 

CUA-95-1904-04 

Refined sugar 
from U.S. 

Dumping 

U.S, 

U.S. 

451 

Yes 

Panel's remand did not 
result in any change in 
the domestic agency's 
determination 

CUA-95-1904-01 

Certain malt 
beverages from 
U.S. 

Irgury 

Canarlian 




Affirmed domestic 
agency detenninalioiL 

CDA-94-19C14-04 

Certain 
corrosion- 
resistant steel 
sheet products 
from U.S. 

Injury 

U.S. 

Can. 

324 

Yes 

Affirmed domestic 
agency determination 

CDA-94-1904-(« 

Certain 

corrosion- 
resistant steel 
sheet prcxlucls 
from U.S. 

Dumping 

U.S- 

U.S. 

459 

No 

Duty for one importer 
decreased from 13.2 
percent to 13.1 percent; 
duty for another importer 
Increased from 8.4 
pei-cent to 8.5 percent 

Cr)A-94-1904-02 

Synthetic baler 
twine from U.S- 

Injury 

Canadian & U.S. 

U.S. 

439 

Yes 

Panel's remand did not 
result in any change in 
the domestic agency's 
injury determination 


Note: Cases terminated, with no panel decisions, are not incJutied in tliis table. 

“Actual calendar days from the tiate on which a request for panel was made to the date of notice of final panel attion. 
Sources: U.S. Section NAFTA Secretariat; text of final iianel decisions; and Federal Register Notices. 


Appendix IV 

Chapter 20 

Chapter 20 establishes NAFTA's procedures for settling disputes between the sig- 
natory governments regarding NAFTA's interpretation and application. Chapter 20's 
dispute settlement provides for (1) consultations between disputing parties to re- 
solve their disagreement and, if that fails, referral of the dispute to the Free Trade 
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Commission; (2) referrai of the dispute to a panei of independent experts; (3) dis- 
semination of panei findings and recommendations; (4) resoiution of the dispute 
through nonimpiementation or removai of the nonconforming measure; and (5) sus- 
pension of appiication of benefits by the compiaining party if agreement on resoiu- 
tion to the dispute cannot be reached. Chapter 20 paneis are chosen from a roster 
of experts agreed upon by the three signatories. Tabie IV. 2 provides information on 
the chapter 20 disputes initiated under NAFTA. 


Table iV.2- NAFTA Chapter 20 Dispute Cases Through August 1997 


Petitioner 

Respondent 

Subject of dispute 

Status 

United States 

Canada 

Tariffs appiied by Canada to 
certain U.S. -origin agricui- 
turai goods. 

Final panel decision to main- 
tain Canadian tariffs, 
issued December 2, 1997 

United States 

Mexico 

Retaiiatory action in response 
to U.S. safeguard action on 
broomcorn brooms. 

Prepanel consultations ongo- 
ing 

United States 

Mexico 

Smaii parcel delivery (UPS) .. 

Prepanel consultations ongo- 
ing 

Mexico 

United States 

U.S. Customs classifications 
of limes imported from 
M exi CO. 

Prepanel consultations ongo- 
ing 

Mexico 

United States 

Requests for designation of 
Mexicali valley as disease- 
free area. 

Prepanel consultations de- 
ferred pending discussions 
with USDA 

Canada 

United States 

The U.S. Sugar Containing 
Products Re-export Pro- 
gram. 

Prepanel consultations ongo- 
ing 

Mexico 

United States 

U.S. International Trade 
Commission serious injury 
determination on 

broomcorn brooms. 

Chapter 20 panel established 
on J anuary 14, 1997, and 
is in the process of reach- 
ing a decision 

Mexico and 

United States 

Titles III and IV of the 

Prepanel consultations in 

Canada. 


Helms-Burton Act. 

April/May 1996 under 
NAFTA chapter 20. WTO 
(World Trade Organization) 
dispute settlement panel 
established through Euro- 
pean Union (EU) protest in 
November 1996. EUAJ.S. 
agreement in April 1997 to 
suspend WTO panel until 
October 15, 1997. EUAJ.S. 
talks ongoing 

Mexico 

United States 

Implementation of NAFTA 
provisions on trucking. 

Prepanel consultations ongo- 
ing 


Legend: 

USDA =U.S. Department of Agriculture 

Source: Office of the United States Trade Representative. 
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Appendix IV 

Chapter 11 

NAFTA is unique among trade agreements because, under chapter 11, it contains 
a comprehensive regime for settiing disputes between foreign investors and host 
governments. Internationai trade agreements have generaiiy concentrated on remov- 
ing government barriers to trade in goods and services and not on resoiving disputes 
between private parties or regarding investment issues. Chapter 11 makes investor- 
state disputes subject to binding arbitration for monetary compensation. If a dispute 
is not resoived through consuitations, the investor may seek arbitration through a 
Worid Bank fadiity or through ad hoc proceedings under United Nations arbitration 
ruies. Tabie IV. 3 shows the status of the chapter 11 cases brought forward under 
NAFTA. 

Table IV.3- Complaints Filed under NAFTA's Chapter 11 Investor-State Arbitration Clause Through August 

1997 


Petitioner 

Respondent 

Subject of dispute 

Status 

Metal dad Corporation 
(U.S. company). 

Mexican government 

Mexico's expropriation 
of Metal cl ad's haz- 
ardous waste land- 
fill in the commu- 
nity of Guadalcazar, 
Mexico, in the state 
of San Luis Potosi. 

Three-member arbi- 
tration panel 
formed and con- 
vened 

Desechos Solidos de 
Naucalpan (U.S. 
company). 

Mexican government 

Mexico's nullification 
of an agreement to 
manage solid waste 
in the state of Mex- 
ico. 

A panel is being 
formed 


Source: Office of the United States Trade Representative. 
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APPENDIX V 


CITIZEN SURMTSSTONS TINDER THE 
NORTH AMERICAN AGREEMENT ON ENVIRONMENTAL COOPERATION 


Case 

no. 

Country 

Submitter(s) and 
year filed 

Complaint 

Status 

1 

United States 

Biodiversity Legal 
Foundation, et al. 
(1995) 

Provisions of a U.S. rescissions 
act have resulted in a failure 
to effectively enforce some 
provisions of the Endangered 
Species Act 

Process 

terminated- 

Secretariat 

determined 

government 

response not 

merited 

1 

United States 

Sierra Club, et al. in 
the U.S., and 
Canadian and 
Mexican 
environmentcil 
groups (1995) 

Legislation passed by the U.S. 
Congress is alleged to include 
a rider that suspends 
enforcement of enviromnental 
laws for a logging program on 
U.S. public lands 

Process 
terminated- 
Secretariat 
determined 
submission criteria 

not met 

■ 

Mexico 

Comite para la 
Proteccion de los 
Recursos Naturales, 
A.C., et al. 

(1996) 

A public harbor terminal for 
tourist cruises on the island of 
Cozumel was initiated without 
a declaration of environmental 
impact 

Factual record 
prepared. Council 
will determine 
whether to make 
public 

4 

Canada 

Mr. Aage Tottrup, 

P. Eng (1996) 

Failure to enforce Canadian 
and Alberta environmental 
laws resulting in the pollution 
of wetlands impacting fish and 
migratory bird habitats 

Process 

terminated- 

Secretariat 

determined 

government 

response not 

merited 

1 

Canada 

Friends of the Old 
Man River 
(1996) 

Failure to enforce habitat 
protection sections of the 
Canadian F^heries Act and the 
Canadian Environmental 
Assessment Act and charges 
that there has been a de facto 
abdication of legal 
responsibility by the Canadian 
and provincial governments 

Process 
terminated- 
Secretariat 
determined factual 
record not 
warranted 

1 

United States 

The Southwest 

Center for 

Biological Diversity, 
et al. (1996) 

Fort Huachuca (AZ) base 
esqjansion will drain local 
water supply and destroy 
ecosystem dependent on it 
(San Pedro Reservoir) 

Process 
terminated- 
Submitter 
withdrew after 
Secretariat 
reviewed U.S. 
government 
response 

1 

Canada 

British Columbia 
Aboriginal Fisheries 
Commission, et al 
(1997) 

Failure to enforce the 

Canadian Fisheries Act and 
failure to protect fish and fish 
habitat in British Columbia 
from hydro-electric dam 

Secretariat 
reviewing 
submission in light 
of Canadian 
response 

1 

Mexico 

Comite pro 

Limpieza del Rio 
Magdalena (1997) 

Failure to enforce Mexican 
environmental legislation 
governing the disposal of 
wastewater into the Magdalena 
River in the state of Sonora 

Secretariat 

reviewing 







































170 

APPENDIX V 


9 

Canada 

Centre Quebecois 
du Droit de 
L'environement, et 
al. (1997) 

Failure to enforce 
environmental standards 
related to agriculture, 
especially hog farms 

Secretariat 
requested and is 
awaiting Canadian 
response 

10 

Canada 

Canadian 
Environmental 
Defense Fund 
(1997) 

Failure to conduct an 
environmental assessment of 
"The Atlantic Groundfish 
Strategy" jeopardizes the 
future of Canadian East Coast 
fisheries 

Secretariat 
determined 
submission criteria 
not met; submitter 
has 30 days to 
resubmit filing 

11 

Canada 

Animal Alliance of 
Canada, et al. 

(1997) 

Canada has yet to fulfill one of 
its main requirements under 
the Biodiversity Convention-to 
pass endangered species 
legislation or regulations 

Secretariat 

reviewing 
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APPENDIX VI 


LABOR SUBMISSIONS UNDER THE NORTH AMERICAN 
AGREEMENT ON LABOR COOPERATION 
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APPENDIX VI 


6 

Human Rights 
Watch/Americas, 

International Labor Rights 
Fund, and the National 
Association of Democratic 
Lawyers of Mexico 

When employees of the 

Mexican federal government's 
Single Trade Union of Workers 
of the Fishing Ministry 
attempted to receive 
recognition for their union, the 
Mexican government allegedly 
violated their freedom of 
association and the right to 
organize 

After holding a hearing, the 

U.S. National Administrative 
Office recommended 
ministerial consultations on 
the relationship between 
international treaties, 
constitutional provisions, and 
domestic law protecting 
freedom of association. On 
September 3, 1997, the labor 
three ministers agreed to 
conduct a formal exchange 
of information and hold a 
public conference on issues 
raised by the case 

7 

Communications Workers 
of America, 

Union of Telephone 

Workers of Mexico, and the 
Federation of Unions of 
Goods and J^ervices 
Companies of Mexico 

When workers at Maxi-Switch 
in Cananea, Sonora, Mexico, 
organized a union, the 
company's management 
allegedly threatened and 
intimidated them, creating a 
nonexistent "phantom union" in 
order to avoid bargaining with 
the workers' union 

Before the scheduled 
hearing, the submitters 
withdrew the submission 
after resolving the dispute to 
their satisfaction 

8 

Human Rights Watch, 
International Labor Rights 
Fund, National Association 
of Democratic Lawyers of 
Mexico 

The submission contains 
allegations about discrimination 
against female employees in 
Mexico's export processing 
(maquiladora) sector, including 
mistreating or discharging 
pregnant employees in order to 
avoid paying maternity benefits 

The U.S. National 

Administrative Office has 
accepted the submission for 
review and is gathering 
information on the case 
before determining if 
ministerial consultations 
should be requested 


Related GAO Products 

Trade Liberalization: Western Hemisphere Trade Issues Confronting the United States (GAO/ 
NSIAD-97-119, J uly 21, 1997). 

Commerdai Trucking: Safely Concerns About Mexican Trucks Remain Even as Inspection Ac- 
tivity I ncreases {GAO/RCED-97-68, Apr. 9, 1997). 

Internationai Environment: Environmentai I nfrastructure Needs in the U.S.-Mexican Border 
Region Remain Unmet (GAO/RCED-96-179, J uly 22, 1996). 

Commerdai Trucking: Safety and I nfrastructure I ssues Under the North American FreeTrade 
Agreen3it(GA0/RCED-96-61, Feb. 29, 1996). 

Mexico's Finandal Crisis: Origins, Awareness, Assistance and Efforts to Recover (GAO/GGD- 
96-56, Feb. 23, 1996). 

U.S.-Canada Free Trade Agreement, Factors Contributing to Controversy in Appeais of Trade 
Remedy Cases to Binationai Rands (GAO/GGD-95-175BR, J une 16, 1995). 

Disiocated Workers: An Eariy Look at the NAFTA Transitionai Adjustment Assistance Pro- 
gram (GAO/HEHS-95-31, Nov. 18, 1994). 

NAFTA: Structure and Status of Implementing Organizations (GAO/GGD-95-10BR, Oct. 7, 
1994). 

Disiocated Workers: Proposed Re-empioyment Assistance Program (GAO/HRD-94-61, Nov. 12, 
1993). 

Disiocated Workers: Trade Adjustment Assistance Program Fiawed (GAO/T-HRD-94-4, Oct. 

19, 1993). 

North American F ree Trade Agreement: Assessment of Major Issues (GAO/GGD-93-137, Sept. 
9, 1993, 2 vols.). 

U.S. -Mexico Trade: TheMaquiladora Industry and U.S. Employment (GAO/GGD-93-129, J uly 

20, 1993). 

NAFTA: Issues Rdated to Tsrtiief Appard and Auto and Auto Parts Industries (GAO/T-GGD- 
93-27, May 5, 1993). 

U.S. Trade Data: Limitations of U.S. Statistics on Trade with Mexico (GAO/GGD-93-25, Apr. 
28, 1993). 

CFTA/ NAFTA: Agricultural Safeguards {GAO/GGD-93-IAR, Mar. 18, 1993). 











173 

Pesticides: US. and Mexican Fruit and V^etable Pesticide Programs Differ (GAO-T-RCED- 
93-9, Feb. 18, 1993). 

U.S.-Canada Trade (GAO-GGD-93-10R, Dec. 12, 1992). 

Disiocated Workers: Improvements Needed in Trade Adjustment Assistance Certification Proc- 
ess (GAO/HR D- 93- 36, Oct. 19, 1992). 

Internationai Trade Implementation of the U.S.-Canada Free Trade Agreement (GAO/GGD- 
93-21, Oct. 10, 1992). 

North American F ree T rade Agreement: U.S.-Mexican Tradeand i nvestment Data (GAO/GGD- 
92-131, Sept. 25, 1992). 

Disiocat^ Workers: Comparison of Assistance Programs (GAO/HRD-92-153BR, Sept. 10, 
1992). 

U.S.-Mexico Trade Assessment of Mexico's Environmental Controls for Ne/v Companies (GAO/ 
GGD-92-113, Aug. 3, 1992). 

Pestiddes: Comparison of U.S. and Mexican Pestidde Standards and Enforcement (GAO/ 
RCED-92-140, J une 17, 1992). 

Medcan Oil: I ssues Affecti ng Potential U.S. Tradeand Investment (GAO/N SI AD-92-169, Mar. 
18, 1992). 


Chairman Crane. Thank you, J ayEtta. 

Mr. Weintraub. 

STATEMENT OF SIDNEY WEINTRAUB, WILLIAM E. SIMON 
CHAIR IN POLITICAL ECONOMY, CENTER FOR STRATEGIC 
AND INTERNATIONAL STUDIES 

Mr. Weintraub. Thank you, Mr. Chairman, i'm pieased to be 
here, i 'm pieased to be abie to make this statement. 

i am going to focus on one issue, and this has to do with the job 
situation in the United States because the principai criticism made 
against NAFTA has been in the area of jobs, if you want to expiore 
other areas, and if we have time iater, i'd be quite pieased to do 
so. 

i wiii start out with the comment that reaiiy the most saiient, 
most important, economic fact of the current situation in the 
United States is the remarkabiy iow ievei of unempioyment in the 
country. We've had steady economic growth now going into its sev- 
enth year, and an astounding ievei of job creation, in the neighbor- 
hood of 2.5 miiiion jobs a year, and this is being done with very 
iow infiation. 

i don't think we've discovered the eiixir of indefinite growth with- 
out infiation. i think probiems wiii arise, but right now, even the 
most dire pessimists who foiiow the U.S. economy must admit that 
we are more or iess at fuii empioyment in the United States. 

Piease consider what fuii empioyment means, it means that the 
United States cannot create any significant number of new jobs 
without stimuiating higher infiation. it means, for the economy as 
a whoie, we are not iosing jobs as a resuit of trade because the 
country is creating as many jobs as there are takers without stimu- 
iating infiation. For the country as a whoie, there cannot have been 
hundreds of thousands of job iosses from NAFTA; we wouidn't be 
at fuii empioyment if there had been. 

i want to repeat this over and over again because every time the 
major critics of NAFTA point to job iosses in the overaii economy, 
they shouid be chaiienged on the basis of credibiiity, given the situ- 
ation that exists in the United States. Now, as Ms. Fiecker said, 
NAFTA doesn't deserve the credit for this any more than any other 
singie factor. Our job-creating engine has been the U.S. macro- 
economy. This has been what has been ieading to job creation. Re- 
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garding NAFTA— I don't know what the numbers are and how 
many jobs may have been lost as a result of some of that trade, 
how many have been created. I agree with Ms. Meeker that the 
methodologies for calculating this are weak, but the figures on ei- 
ther job creation or job loss from NAFTA are not terribly great 
compared to what the U.S. economy accomplishes. 

If the protectionists had their way, if higher barriers were put 
on imports from Mexico and other countries, this would actually 
compromise the ability to create all these new jobs without infla- 
tion. A tariff or a quota is a tax on consumption, and this would 
surely have an adverse effect on the price level. If this happened, 
the Federal Reserve would have to take action to deal with that 
kind of problem. I guess my point is that one of the surest ways 
to kill the goose that lays the golden egg of job creation is to tax 
the job-creating conditions out of existence by higher import bar- 
riers. 

Let me conclude with one point, that I hope I'm not being mis- 
interpreted. I am not saying that individuals in individual commu- 
nities have not lost jobs as a result of imports. There are also peo- 
ple who have gained jobs as a result of exports. I 'm saying that the 
country as a whole has not lost jobs as a result of the NAFTA, and 
the fact that we're at full employment makes this clear. 

I think we owe those who are hurt in the process of increased 
imports, or as a result of changes that take place within the domes- 
tic economy, some form of meaningful assistance, but this is a dif- 
ferent kind of job loss from what the economy as a whole has been 
accomplishing. 

One final point that I'd like to make: Our neighborhood is really 
quite important to us, and our neighborhood is Mexico and Canada. 
Our exports to Mexico and Canada combined are larger, are great- 
er, than our exports to all of Europe. If our neighborhood were not 
prosperous, this would not take place. Mexico a few years ago, in 
1995, went through perhaps the worst depression in its modern 
history. It recovered in 1 year. In the last quarter, the GDP growth 
rate was 8 percent. In other words, I think Mexico is now following 
a policy that can help it and help our neighborhood as a whole, and 
I hope we realize that this is in our interest, as well as Mexico's. 

Thank you. 

[The prepared statement follows:] 

statement of Sidney Weintraub, William E. Simon Chair in Political 
Economy, Center for Strategic and International Studies 

The Operation and Effects of NAFTA 

I am pleased to be able to give this testimony on the effects of NAFTA a little 
more than three and one-half years Into Its existence because It provides an oppor- 
tunity to set the record straight on perhaps the most Important Issue that concerns 
the U.S. public. This Is the effect of NAFTA on overall U.S. employment. 

Before I get Into the main and really only theme of this statement, I wish to com- 
ment on a few Important misconceptions that have become accepted wisdom about 
NAFTA's effects. 

1. Public opinion polls Indicate that there Is a pervasive feeling among the major- 
ity of the U.S. public that there Is little benefit for the United States In cementing 
close trade relations with developing countries. In point of fact, the fastest growing 
U.S. markets are In developing countries. My purpose here Is not to discuss the pro- 
posed Free Trade Area of the Americas, but the most rapid growth of U.S. exports 
Is In the Western FI emi sphere. 
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2. With respect to Mexico in particuiar, the contention of opponents of NAFTA is 
that the country is too poor and its income too unequai for it ever to become an 
important market for U.S. exports. Mexico, in fact, has this year become the second 
most important market for U.S. exports after Canada. 

3. We are told by opponents of free trade with developing countries that this will 
result inevitably in U.S. trade deficits with those countries because their wages are 
so much lower than in the United States. Our largest bilateral trade deficits are 
with Japan and Canada, each a high-wage, industrialized country: and with China 
and Mexico, both much lower-wage, underdeveloped countries. It is evident to any- 
body prepared to scan the world for U.S. trade performance that there is no clear 
picture of U.S. exports to and imports from individual countries based solely on 
wage levels. Trade levels, both imports and exports, depend on so many things that 
singling out wages as the explanatory factor is simply wrong-headed. 

Why do these unfounded perceptions persist? There are two solid reasons. The 
first is that there has been a steady, anti-trade drumbeat by opponents of open mar- 
kets. The second has been the unwillingness of many of our political leaders, from 
both parties, to speak out against protectionism. I hope this will change, stimulated 
by the work of this subcommittee. 

Now to my main theme. 

Perhaps the most salient single economic fact of the current situation in the 
United States is the remarkably low level of unemployment. This has resulted from 
steady economic growth coupled with an astounding level of job creation. This is 
being accomplished with low inflation. I am not one who believes that we have dis- 
covered the utopia of ending economic ups and downs, or that we will grow indefi- 
nitely without inflation. But even the most dire pessimists must admit that the 
United States is now at full employment. 

Please consider what full employment means. This means that we cannot create 
any significant number of new jobs without stimulating higher inflation. It means 
that we are not losing jobs as a result of trade because the country is creating as 
many jobs as there are takers without stimulating inflation. This gives the lie to 
those who assert that NAFTA has resulted in hundreds of thousands of job losses. 
NAFTA could not have done this because the country is at full employment. I want 
to repeat this simple truth over and over again so that each time some critic of open 
trade talks about job losses, a direct challenge to his or her credibility is forthcom- 
ing. 

NAFTA obviously does not deserve the credit for the two and one-million or so 
jobs that have been created each year since it came into effect. This was accom- 
plished by thejob-creating power of the prosperous U.S. economy. 

I have no doubt that if the protectionists have their way, if higher barriers are 
put on imports from Mexico and other countries, this would compromise the ability 
to create all these new jobs without stimulating inflation. A tariff is a tax on con- 
sumption and this surely would have its adverse effect on the price level. If this 
happened, the Federal Reserve would have to take action to restrict growth, pre- 
sumably by raising interest rates. One of the surest ways to kill the goose that lays 
the golden egg of job creation is to tax thejob-creating conditions out of existence 
by higher tariffs and import barriers. 

I hope that those who listen to or read this testimony including the media do not 
misinterpret what I am saying. My point is that the country as a whole cannot have 
lost jobs as a result of NAFTA. The existence of full employment is conclusive evi- 
dence of this. Individuals may have lost jobs because of a host of causes, such as 
increased imports, the shift in production from one part of the country to another 
or out of the country, changes in technology that disadvantage persons who do not 
have the needed skills. But many more jobs are being created than are being lost 
and employment cannot increase significantly for the nation as a whole without 
stimulating inflation. I think we owe those who are hurt in this process, those who 
do lose whether from imports or changes taking place within the domestic economy, 
some form of meaningful assistance. This kind of job loss that should be dealt with 
by special adjustment assistance is quite different from arguing that protectionism 
is the way to sustain jobs or create new ones for the country as a whole. 

My view is that NAFTA has worked remarkably well since its inception. Mexico 
faced a horrible period in 1995 for reasons unrelated to NAFTA, but its recovery 
has been both rapid and robust. NAFTA made it necessary for Mexico to deal with 
its problems by means other than import restrictions and this is one reason for the 
rapid recovery. The ability to export to the U.S. market when its domestic market 
dried up permitted the economic turnaround to take place. Mexico last year grew 
by more than 5 percent. Its gross domestic product is growing even faster this year. 
So, too, are U.S. exports to Mexico growing as a consequence of its rapid recovery. 
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Our neighborhood is important to us. Our northern neighbor, Canada, is far and 
away the largest market for U.S. exports. Mexico, which has long been our third 
largest market after Canada and J ahigh economic growth is sucking in U.S. im- 
ports. We export more merchandise to our two NAFTA partners than we do to all 
of Europe. This situation can continue as long as our two neighbors prosper, and 
NAFTA contributes to this prosperity. 

Sidney Weintraub holds the William E. Simon Chair in Political Economy at the 
Center for Strategic and International Studies in Washington, D.C. 


Mr. Camp [presiding]. Thank you very much. 

Mr. Sween^. 

STATEMENT OF JOHN P. SWEENEY, POLICY ANALYST, 

INTERNATIONAL TRADE AND INTER-AMERICAN ISSUES, 

HERITAGE FOUNDATION 

Mr. J ACK Sweeney. Thank you for the invitation to appear here 
today. It's a pleasure to speak about NAFTA. 

It's interesting that for the past 4 years there has been a steady 
barrage of criticism against NAFTA. It has become the "betten 
noir" of free trade, a thing everybody focuses on when trying to at- 
tack trade agreements and the benefits they bring to the American 
economy. And, yet, the data compiled during NAFTA's first 3 years 
clearly shows that the attacks against NAFTA are based on faulty 
premises that the data simply do not support. 

Despite the doomsday warnings about what would happen under 
NAFTA, hundreds of thousands of U.S. jobs have not been de- 
stroyed. The U.S. manufacturing base has not been weakened, and 
U.S. sovereignty has not been undermined. Instead, total NAFTA 
trade has increased; U.S. exports and employment levels have risen 
significantly since 1992, and the average living standards of Amer- 
ican workers have also improved. 

Much more can be done in terms of improving NAFTA and its 
commercial aspects, and in terms of building a better relationship 
with Mexico, but NAFTA has been instrumental in the strides 
Mexico has made in liberalizing its economy, and it's one of the 
reasons, a very good reason, why Mexico is taking more effective 
steps to reform its political system. 

Under NAFTA, total North American trade has increased signifi- 
cantly, gaining $127 billion or 43 percent during NAFTA's first 3 
years alone. If that gain had been with a single country, it would 
make that country the fourth largest trading partner of the United 
States. 

Moreover, repeating what Sidney said previously, in 1996 United 
States exports to Canada and Mexico totaling $190 billion exceeded 
United States exports to any other area of the world, including the 
entire Pacific rim and all of Europe. Today, Mexico and Canada 
purchase $3 out of every $10 of exports the United States realizes 
and supplies $3 out of every $10 of the imports that the United 
States effects. 

United States exports to both Mexico and Canada have grown 
impressively since 1993. In the testimony that I submitted for the 
written record, I attached some tables, state-by-state exports, that 
we're using basically as worksheets at the foundation, where we're 
studying the state- by-state effect of trade. These are quoted in 



177 


thousands of nominal dollars. They haven't been adjusted for infla- 
tion, but, basically, the data supports our contention that NAFTA 
has benefited the majority of America's 50 States. 

Moreover, if you look at the gain in trade from America to Can- 
ada, and you keep in mind that the United States-Canada Free 
Trade Agreement has been in effect since 1988, and, therefore, has 
been in existence longer than NAFTA per se, I think the future au- 
gers well for increased trade with the United States and Mexico. 
In fact, even though 39 out of 50 States reported increases during 
NAFTA's first 3 years, increases in exports to Mexico, in 1996, 44 
out of 50 States reported an increase in exports to Mexico. 

Now touching on the issue of jobs, I think NAFTA has shattered 
the myth that U.S. trade deficits destroy U.S. jobs. This is one of 
the enduring and most destructive myths in the American trade 
debate. It simply isn't true. As my colleague here said, employment 
in this country is measured by macroeconomic results, macro- 
economic issues, mostly monetary policy, not by whether we export 
more or i mport more. 

And if you look at the combined United States trade deficit with 
Canada and Mexico during the first 3 years of NAFTA's implemen- 
tation, it increased from $9 billion in 1992 to nearly $40 billion in 
1996, and yet during this period the United States economy created 
12 million net new jobs, more than any other economy in the world, 
more than the entire European Union put together. Moreover, 
manufacturing employment grew from 16.9 million in 1992 to 18.3 
million in 1993, an increase of 1.4 million net new jobs after more 
than 15 years of steady decline. 

The living standards of American workers have improved. One 
review of pre- and post-NAFTA growth rates in U.S. standards of 
living shows that the rate of increase in personal wealth has more 
than tripled since NAFTA was implemented. Now is this because 
of NAFTA? No, as Sidney said, I don't think we can attribute it ex- 
clusively to a single trade agreement, but certainly under NAFTA, 
under the WTO, under the trade liberalization and export growth 
that we've enjoyed, we've seen the living standards of American 
consumers, families and workers, improve. We have measured this 
in terms of inflation adjusted gross domestic product per capita. 
We've seen it measured in disposable personal income growth and 
in personal consumption expenditures. And in all three, the rate of 
growth has more than tripled since 1993 compared to the previous 
3-year period. 

Therefore, the data on trade, production, and employment growth 
for NAFTA's first 3 years quantify objectively that NAFTA is good 
for the United States. Congress should have no doubts about the 
success of NAFTA. Although it is only 3 years old, this inter- 
national trade agreement is growing with amazing speed. Even 
though 3 years may seem like too little time to reach any final 
judgments about NAFTA, it is fairly clear that critics of this agree- 
ment have been wrong on all counts. 

Congress will be acting in the U.S. national interest, and in the 
interest of the American people, when it approves a new fast track 
negotiating authority, so that President Clinton can put U.S. trade 
policy back on track around the world. 

Thank you. 
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[The prepared statement and attachments follow:] 

statement of J ohn P. Sweeney, Policy Analyst, International Trade and 
Latin American Issues, Heritage Foundation 

In J uly, the Clinton Administration provided Congress with a report on the first 
three years of implementation of the NAFTA. The Administration claimed in this 
report that NAFTA has had "a modest positive effect on U.S. net exports, income, 
investment, and jobs supported by exports." One cannot help but wonder if the Ad- 
ministration's decision to downplay the impressive results of NAFTA's first three 
years is due in some measure to the fact that the president painted himself into 
a corner in 1993 by making outlandish claims about the number of U.S. jobs that 
NAFTA allegedly would create almost immediately. 

For over four years now, protectionists, nativists and other critics of free trade 
have maintained a barrage of attacks against NAFTA. The data compiled during 
NAFTA's first three years clearly shows that the attacks against NAFTA are based 
on falsehoods. Despite the doomsday warnings about what would happen under 
NAFTA, hundreds of thousands of U.S. jobs have not been destroyed, the U.S. man- 
ufacturing base has not been weakened, and U.S. sovereignty has not been under- 
mined. Instead, total NAFTA trade has increased, U.S. exports and employment lev- 
els have risen significantly, and the average living standards of American workers 
have improved. 

I ndeed, if NAFTA were to be graded on its effects after only three years, it would 
receive an "A-F" for enhancing the level of trade between the United States and its 
North American neighbors; an "A-F" for increasing the number of U.S. jobs that sup- 
port this increased trade; an "A-F" for its positive impact on manufacturing and on 
the personal income of American workers; and a "B" both for encouraging U.S. com- 
pliance with implementation of NAFTA's deadlines and for improving U.S. relations 
with Mexico in general. 

Finally, although much more can be done, NAFTA has been instrumental in the 
strides Mexico has made in liberalizing its economy, and is one reason Mexico is 
taking steps to reform its political system. With this kind of report card. Congress 
should have no doubts about the success that NAFTA has achieved. 

Total North American trade has increased significantly under NAFTA, from $293 
billion in 1993 to $420 billion in 1996, a gain of $127 billion or 43 percent during 
NAFTA's first three years.^ 

If that gain had been with a single country, it would have made that country the 
fourth-1 argest trading partner of the United States. In 1996, U.S. exports to Canada 
and Mexico, at $190 billion, exceeded U.S. exports to any other area of the world, 
including the entire Pacific Rim or all of Europe. Mexico and Canada purchased $3 
of every $10 in U.S. exports and supplied $3 of every $10 in U.S. imports in 1996. 
Overall, total U.S. exports of goods and services grew from $602.5 billion in 1993— 
the last year before NAFTA was i mpl emented— to $825.9 billion in 1996, a gain of 
$223.4 bill ion. 2 

U.S. exports to both Mexico and Canada have grown impressively since 1993. 
Thanks to NAFTA, Mexican tariffs— which had averaged 10 percent before the trade 
agreement was implemented— now average less than 6 percent, while average U.S. 
tariffs have fallen from 4 percent to about 2.5 percent. As a result, U.S. exports to 
Mexico grew by 37 percent from 1993 to 1996, reaching a record $57 billion. ^ During 
this period, U.S. exports to Canada also increased by 33 percent, to $134 billion. 
Total two-way trade between the United States and Canada was $290 billion in 
1996, while total two-way trade between the United States and Mexico was nearly 
$130 billion. According to the U.S. Department of Commerce, U.S. exports to Mexico 


i|n 1996, U.S. global trade (exports plus Imports) totaled $1,765 trillion— over 23 percent of 
U.S. GDP, compared with 10 percent In 1970. The Office of the U.S. Trade Representative 
(USTR) has estimated that by 2010, trade will represent about 36 percent of U.S. GDP. Since 
1988, almost 70 percent of U.S. economic growth has been derived solely from exports (roughly 
25 percent since 1992). More than 11 million U.S. jobs depend on exports, 1.5 million more than 
In 1992; 20 percent of American jobs are supported by trade and pay between 13 percent and 
16 percent more, on average, than non-export jobs. 

2The U.S. Department of Commerce estimates that every $1 billion Increment In U.S. exports 
creates 22,800 new jobs In the United States. This would mean that U.S. export growth from 
1993 to 1996 was responsible for creating over 5 million U.S. jobs, or 57.7 percent of the 8.8 
million net new payroll jobs created by the U.S. economy during this three-year period. 

^Exports of U.S. components to Mexico's duty-free component assembly Industry made up ap- 
proximately 28 percent of total U.S. exports to Mexico In 1996, according to a report for the 
USTR by the U.S. International Trade Commission (ITC). The ITC found that the use of U.S. 
components In Mexican assembly plants had grown at an average yearly rate of 15.8 percent 
since NAFTA was Implemented In 1994. 
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in the fourth quarter of 1996 were growing at an annuaiized rate of $64 biiiion. 
Moreover, U.S. market share in Mexico increased from 69 percent of totai Mexican 
imports in 1993 to 76 percent in 1996.^ During NAFTA's first three years, 39 of the 
50 states increased their exports to Mexico; moreover, 44 states reported a growth 
in exports to Mexico during 1996 as the pace of U.S. exports to that country acceier- 
ated.5 

NAFTA has shattered the myth that U.S. trade deficits destroy U.S. jobs. The 
combined U .S. trade deficit with Canada and Mexico increased during the first three 
years of NAFTA's impiementation— from $9 biiiion in 1992 to $39.9 biiiion in 1996— 
because Canada and Mexico suffered economic recessions. Since 1992, however, the 
U.S. economy has created 12 miiiion net new jobs. Moreover, manufacturing empioy- 
ment grew from 16.9 miiiion jobs in 1992 to 18.3 miiiion in 1993, an increase of 
1.4 miiiion net new jobs.® The generai unempioyment ratedeciined from 7.5 percent 
in 1992 to 5.3 percent in 1996, and has continued faiiing to about 4.9 percent today. 
U.S. exports to NAFTA countries currentiy support about 2.3 miiiion U.S. jobs.^ 

U.S. manufacturing output has increased at a faster pace since 1992. The iargest 
post-NAFTA gains in U.S. exports to Mexico have been in such high-technoiogy 
manufacturing sectors as transportation and electronic equipment, industrial ma- 
chinery, plastics and rubber, fabricated metal products, and chemicals.® NAFTA also 
has been a boon for major U.S. agricultural states like Montana, Nebraska, and 
North Dakota, and traditional southern textile states like North Carolina and Ala- 
bama. NAFTA has encouraged U.S. and foreign investors with apparel and footwear 
factories in Asia to relocate their production operations to Mexico. This diversion of 
investment from Asia to Mexico "saved the heavier end of clothing manufacture in 
the U.S.: the textile mills," as Rich Nadler, a journalist who has covered NAFTA's 
progress since 1992, recently observed.® 

The living standards of American workers have improved. One review of pre-and 
post-NAFTA growth rates in U.S. standards of living shows that the rate of increase 
in personal wealth has more than tripled since NAFTA was implemented.^® This re- 
view measured the improvement in three ways: (1) inflation-adjusted gross domestic 
product (GDP) per capita grew by 1.79 percent annually in 1994 and 1995, com- 
pared with only 0.23 percent from 1990 to 1993; (2) disposable personal income 
growth, adjusted for inflation, averaged 1.89 percent annually in 1994 and 1995, 
compared with 0.25 percent annually from 1990 to 1993; and (3) personal consump- 
tion expenditures grew by an inflation-adjusted 1.76 percent annually during 1994 
and 1995, compared with 0.56 percent a year from 1990 to 1993. 

NAFTA: A Success by Any Obj ective Standard 

The data on trade, production, and employment growth for NAFTA's first three 
years quantify objectively that NAFTA is good for the United States. Moreover, a 
recent economic analysis published by the U.S. Federal Reserve Bank of Chicago 
concludes that NAFTA will lead to output gains for all three participant countries. 
These gains are roughly twice as large as those predicted by previous forecasts of 
NAFTA's potential for accelerated growth in North American trade, output, and em- 
ployment growth. 

The Federal Reserve study, based on a dynamic economic model, also predicts 
that the adjustment to NAFTA should be virtually completed by 2004 (although 


‘‘Testimony of Regina Vargo, Deputy Assistant Secretary for the Western Hemisphere, U.S. 
Department of Commerce, before the Subcommittee on I nternationai Economic Poi icy and Trade 
of the House Committee on I nternationai Reiations, March 5, 1997. 

^ Data from Massachusetts I nstitute of Sociai and Economic Research. 

®As of February 24, 1997, 110,408 U.S. workers had been certified as eiigibiefor training as- 
sistance under NAFTA's Trade Adjustment Assistance Program, administered by the U.S. De- 
partment of Labor. The U.S. economy, however, currentiy creates this many net new jobs in 
about two weeks. The generai U.S. unempioyment rate deciined from 7.5 percent in 1992 to 5.3 
percent in 1996. 

^Office of the USTR, "NAFTA andj obs," 1996. 

sSince 1992, U.S. industriai production has increased 18 percent. During this four-year pe- 
riod, U.S. manufactured exports increased 42 percent, high-technoiogy exports rose 45 percent, 
services exports were up 26 percent, and agricuiturai exports expanded 40 percent. The Western 
Hemisphere and the Asian Pacific Rim now account for over 709 percent of totai U.S. exports, 
up from 65 percent in 1992. 

®Rich Nadier, "NAFTA: J obs, J obs, J obs," K. C. J ones, Overiand Park, Kansas, Aprii 1997. 

^°lbid, 

iiSee Michael A. Kouparitsas, "A dynamic macroeconomic analysis of NAFTA," Economic Per- 
spectives, Federal Reserve Bank of Chicago, January 1997. The study concluded that, under 
NAFTA, Mexico's GDP is predicted to rise 3.26 percent, U.S. GDP will rise 0.24 percent, and 
Canada's GDP will increase by 0.11 percent. 
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NAFTA will not be fully phased in until 2009) and that NAFTA will greatly expand 
the flow of all goods, both from Canada and the United States to Mexico and from 
Mexico to the United States and Canada. I n general, bilateral Mexican-North Amer- 
ican trade should increase about 20 percent as a result of NAFTA. ^2 j^is projected 
growth also means more U.S. jobs and a higher standard of living for American 
workers. 


Conclusion 

In his State of the Union speech on February 4, 1997, President Clinton called 
on Congress to approve new fast-track negotiating authority in order to pursue new 
trade initiatives in Asia and Latin America during 1997 and 1998. "Now we must 
act to expand our exports," the President said, "especially to Asia and Latin Amer- 
ica-two of the fastest growing regions on earth— or be left behind as these emerg- 
ing economies forge new ties with other nations."!^ 

The President is right to emphasize the importance of U.S. trade with Latin 
America. The Western Flemisphere accounted for 39 percent of U.S. goods exports 
in 1996 and was the only region in which the United States recorded a trade sur- 
plus in both 1995 and 1996. As a market for U.S. goods, the Western Flemisphere 
already is nearly twice as large as the European Union and nearly 50 percent larger 
than Asia. Moreover, while U.S. goods exports to the world generally increased 57 
percent from 1990 to 1996, U.S. exports to Latin America and the Caribbean (ex- 
cluding Mexico) increased by 110 percent during the same period. i"* If current 
trends continue, Latin America alone will exceed J apan and Western Europe com- 
bined as an export market for U.S. goods by the year 2010. 

Congress should have no doubts about the success of NAFTA. Although only three 
years old, this international trade agreement is growing with amazing speed. Even 
though three years may seem like too little time to reach any final judgments about 
NAFTA, it already is clear that critics of this agreement have been wrong on all 
counts.15 Congress will be acting in the U.S. national interest when it approves a 
new fast track negotiating authority so that the Clinton Administration can put 
U.S. trade policy back on track around the world. 


L^"Clinton calls for fast-track authority In State of the Union speech," Inside NAFTA, Vol. 4, 
No. 3 (February 6, 1997), p. 1. 

Office of the USTR. 

i^See Sydney Weintraub, "NAFTA at Three: A Progress Report," Significant Issues Series, 
Vol. XIX, No. 1, Center for Strategic and International Studies, Washington, D.C., 1997. 
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Mr. Camp. Thank you very much for your testimony. 

Mrs. Thurman. 

Ms. Thurman. No questions, Mr. Chairman. 

Mr. Camp. Ms. Meeker, why do you think that most of the dis- 
pute settlement cases filed under the labor and environmental side 
agreements were against United States and Canadian practices in- 
stead of against Mexico? 
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Ms. Hecker. Well, I think it was a poignant answer earlier 
about the United States tradition of raising disputes and using 
panels for the purpose of getting review, and I think that has been 
less the case in Mexico. There is growing awareness. There are not 
the number of interest groups. Environmental groups have not had 
the same level of public activity, but there is definitely awareness 
of them and awareness of the commitments. We met with a num- 
ber of NGOs there. It's just less the tradition, I believe. 

Mr. Camp. OK, thank you. 

Mr. Weintraub, has NAFTA triggered a large outflow of United 
States investment to Mexico? 

Mr. Weintraub. In Mexican terms, the figures are fairly sub- 
stantial. United States direct investment in Mexico— I assume 
you're talking about direct investments 

Mr. Camp. Yes. 

Mr. Weintraub [continuing]. Has been quite substantial. I think 
this year Mexico, from the world, will receive about $11 billion 
worth of direct investment and about 60 percent of that comes from 
the United States. 

In U.S. terms, these are not very big figures. They amount to 
about 1.5 percent of gross domestic investment in the United 
States. But the answer to your question is. Yes, for Mexico, in 
terms of the total United States economy, the figure is quite mod- 
est. 

Mr. Camp. Thank you very much. Thank you all for your testi- 
mony. I appreciate it very much. 

And now I would like to introduce the final panel, beginning with 
Al Zapanta, president and chief executive officer of the United 
States-Mexico Chamber of Commerce; Steve Beckman, inter- 
national economist for the UAW; J ay Mazur, president of UNITE; 
Reginald Brown, director of marketing and membership for the 
Florida Fruit and Vegetable Association; and Wayne Hawkins, ex- 
ecutive vice president of the Florida Tomato Exchange. 

Mr. Zapanta, please proceed with your testimony. 

STATEMENT OF ALBERT C. ZAPANTA, PRESIDENT AND CHIEF 

EXECUTIVE OFFICER, UNITED STATES-MEXICO CHAMBER 

OF COMMERCE; ON BEHALF OF BORDER TRADE ALLIANCE 

Mr. Zapanta. Thank you, Mr. Chairman. Mr. Chairman, Chair- 
man Crane, thank you very much for the opportunity to comment 
on the President's comprehensive review of NAFTA on behalf of the 
United States-Mexico Chamber of Commerce and the Border Trade 
Alliance. 

The chamber is a private, nonprofit organization formed 25 years 
ago in Washington, DC, and Mexico City as the only bi national 
business-to-business organization in existence. Since that time, we 
have worked closely with thousands of private sector members 
across the United States and Mexico to enhance the economic, po- 
litical, and cultural relationship between the two countries. During 
the past 3 years, we have monitored and assisted in the implemen- 
tation of the North American Free Trade Agreement, which has 
been a key component of North America's economic framework. 

After more than 3 years, it is clear that NAFTA is good for the 
United States and good for Mexico, and that the exaggerated 
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claims by both NAFTA proponents and NAFTA's opponents during 
the NAFTA ratification process were off the mark. As the Presi- 
dent's report makes clear, the large number of job losses or job 
gains has not materialized. Rather, NAFTA codified many of the 
changes already underway in the region's economy. Specifically, it 
locked into place much of the unilateral economic liberalization 
begun by Mexico in the mideighties. 

NAFTA goes well beyond tariff reduction. In goods trade, it 
opened previously protected sectors in agriculture, energy, textiles, 
and automotive trade. It opened up the United States-Mexico bor- 
der to trade and services with specific rules in financial services, 
transportation services, and telecommunications. It set rules on 
government procurement and intellectual property rights. It set 
specific safeguards, including how to deal with subsidies and unfair 
practices. It set up procedures for dealing with private, commercial, 
and agricultural disputes, and it set up a process for dealing with 
NAFTA implementation concerns. 

Therefore, much of the rhetoric about jobs, both from proponents 
of NAFTA and from its opponents, was highly exaggerate. We now 
have irrefutable empirical evidence that fears of major job losses to 
Mexico due to NAFTA are unfounded. U.S. employment has risen, 
and the level of unemployment has decreased during the first 3 
years of NAFTA. The 6.4 million new jobs created over these 3 
years led to a decrease in the number of unemployed from 8.5 mil- 
lion to 7.2 million, which was due only in the most marginal way 
to NAFTA. Rather, it's due to the continued expansion of the U.S. 
economy. In fact, over the 3-year period, it is estimated that 31,000 
new jobs were created and 28,000 jobs were lost due to NAFTA, a 
net of 3,000 jobs to the positive. This needs to be put in perspec- 
tive. 

Over the period, millions of jobs were created and lost due to on- 
going changes in the dynamic U.S. economy. Flowever, the informa- 
tion does show that jobs created from new United States-Mexico 
trade induced by NAFTA have higher wages than jobs that have 
left the country. Clearly, then, those who argue that a negative 
trade balance would cost jobs were wrong. 

Mexico remains exceptionally important to the United States. 
Mexico's population of approximately 93 million is about one-third 
the size of the United States, but in May of this year the Nation 
supplanted j apan as the second largest export market for United 
States goods and services. The trend continues into j une and into 
the summer, the most recent months for which Commerce Depart- 
ment figures are available. Clearly, a growing, prosperous Mexico 
is in the interest of every citizen of the United States. Not only will 
this lead to lower illegal immigration and a healthier environment 
in Mexico, but a vibrant Mexico will be able to deal with illegal 
drug activities which are hurting both our societies. 

The economic policies of the Zedillo administration in Mexico 
today should lead to dynamic export-led growth in Mexico with a 
stable, consumer-driven economy which will continue to buy higher 
and higher quantities of sophisticated products made in capital- 
intensive and high-wage U.S. industries. 

Some friction is inevitable under the large, complex agreement 
such as NAFTA, but both the United States and Mexico n^ to act 
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quickly to find solutions so that the confidence in the overall agree- 
ment is maintained. 

On December 18, 1995, the border between the United States 
and Mexico was to have opened for international delivery by truck 
into border States. In addition, on the same day the United States 
was to permit Mexican owners to purchase interest in United 
States trucking companies. Neither provision has been imple- 
mented. While NAFTA gives the United States the right to refuse 
Mexican trucks' entry into the border States for safety reasons, 
critics of the Clinton administration say that the provision of 
NAFTA was delayed for political reasons, including objections from 
organized labor and the 1996 election campaign. 

For whatever reason, the United States-Mexico Chamber of Com- 
merce believes strongly that these NAFTA provisions should be im- 
plemented immediately. The border is ready to open. Leading up 
to the December 18, 1995, date, there was much activity to get 
ready along the border. There was an extensive industry safety 
training program sponsored by the States and the three NAFTA 
governments and the industry. Senior government representatives 
from both California and Texas told the press their States were 
prepared for the border opening. Since government and private sec- 
tor leaders have continued initiative to ensure a safe border— for 
example, all border States have made improvements at border 
crossings; Mexico joined the Commercial Vehicle Safety Alliance, 
an organization of state and provincial officials that works to en- 
sure the compliance and enforcement procedures, and under the 
Land Transport Standards Subcommittee, established under 
NAFTA, the United States, Mexico, and Canada have agreed on 
critical safety areas that would be reviewed and approved before a 
carrier could begin cross-border operations. 

In addition, the private sector is helping lead the way toward 
smoother border operations. For example, the Business Anti- 
smuggling Coalition, known as BASC, is a voluntary program for 
corporate participants to establish self-imposed standards in the 
area of security, safety, and logistics that will significantly hinder 
drug traffickers from using legitimate business shipments as vehi- 
cles to smuggle illicit drugs into the United States. This alliance 
of private sector firms is supported by the U.S. Customs Service 
and is an initiative led by the United States-Mexico Chamber of 
Commerce, along with the Border Trade Alliance. It involves semi- 
nars to impart knowledge of best practices and ideas on packing 
and shipping, which can reduce the danger of illegal drug use on 
legitimate cargo. 

The environment— the 2,000-mile United States-Mexican border 
separates two countries with significantly different income levels. 
The development of appropriate infrastructure to deal with in- 
creased commerce, continuing the process of reducing environ- 
mental degradation, and improving working conditions on both 
sides of the border will be essential to maintain confidence in 
NAFTA. 

The U.S. Congress recently named the United States-Mexico 
Chamber of Commerce as the recipient of a grant through the De- 
partment of Commerce to improve the Unit^ States-Mexico busi- 
ness community's access to Mexico's environmental rules— to re- 
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move nontariff barriers present and regulatory uncertainty, en- 
hance business opportunities, and promote sustainable environ- 
mental practices. 

NAFTA contains a very simple clause which states that, if agreed 
to by the United States, Mexico, and Canada, other countries can 
accede to this agreement. In June 1995, officials of the United 
States, Mexico, and Canada agreed that negotiations should begin 
regarding Chile's accession to the NAFTA. Canada and Mexico are 
reaching out to other countries in the hemisphere and signing bi- 
lateral agreements. These arrangements put United States firms at 
a competitive disadvantage compared with the Canadian and Mexi- 
can counterparts. 

December 1994 saw 34 democratically elected leaders in the 
hemisphere agree to forge a Free Trade Area of the Americas, 
FTAA, by the year 2005. If the strong rules-based disciplines con- 
tained in NAFTA are to become the norm in the hemisphere, it is 
imperative that the President be given fast track authority by the 
Congress so that Chile can be admitted and momentum of this type 
of hemisphere agreement can be obtained. 

In conclusion, Mr. Chairman, NAFTA has locked in fundamental 
economic reforms in Mexico, and under President Zedillo these re- 
forms are being widened and deepened. With the increase in com- 
merce between the United States and Mexico, which began in the 
late eighties and accelerated with NAFTA, the lives of the citizens 
of the United States and the citizens of Mexico are being improved. 
The few trade irritants that exist today can and should be dealt 
with promptly by the United States and Mexican Governments. 

Mexico and the United States share a 2,000-mile border. The ge- 
ographic reality will not change. It is, therefore, crucial for both 
countries to confront bilateral and regional economic and political 
issues. NAFTA has offered a strong framework for economic rela- 
tions. As a good neighbor, it is important the United States con- 
tinue to move forward with a worthy partner as it enters the 21st 
century. 

Meanwhile, the chamber strongly believes that the U.S. Govern- 
ment should apply the lessons learned from NAFTA to a proposed 
Free Trade Area of the Americas. The chamber believes fast track 
authority for the President of the United States will allow negotia- 
tions of a fair agreement built upon the successful NAFTA frame- 
work. In the end, such an agreement will certainly benefit the pro- 
ducers and consumers in the United States and throughout the re- 
gion. 

And one final note: Mr. Chairman, the United States-Mexico 
Chamber of Commerce has joined with the Greater American Busi- 
ness Coalition, which is made up of all the binational chambers, to 
serve as a catalyst for what promises to be a permanent contribu- 
tion to economic and political relations in the Americas. 

And with your permission, I would like to enter our written testi- 
mony i nto the record. 

Mr. Camp. Without objection. 

[The prepared statement follows:] 
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statement of Albert C. Zapanta, President and Chief Executive Officer, 

United States-Mexico Chamber of Commerce; on Behalf of Border Trade 

Alliance 

Chairman Crane, thank you very much for the opportunity to comment on the 
President's comprehensive review of NAFTA on behaif of the United States-Mexico 
Chamber of Commerce and the Border Trade Aiiiance. The Chamber is a private, 
non-profit organization formed 25 years ago in Washington, D.C. and Mexico City 
as the oniy binationai business-to-business organization. Since that time, we have 
worked cioseiy with thousands of private-sector members across the United States 
and Mexico to enhance the economic, poiiticai and cuiturai reiationship between the 
two countries. During the past three years, we have monitored and assisted in the 
impiementation of the North American Free Trade Agreement, which has been a 
key component of North America's economic framework. Whiie the agreement wiii 
oniy be fuiiy impiemented after 15 years, now is an appropriate time to refiect on 
the successes of the trade agreement, it is aiso an opportune time to address chai- 
ienges— issues that need to be resoived for NAFTA to be a compiete success and a 
viabie modei for the Western Fiemisphere. 

Background 

After more than three years it is dear that NAFTA is good for the United States 
and good for Mexico and that the exaggerated daims both by NAFTA's proponents 
and NAFTA's opponents during the NAFTA ratification process were off the mark. 
As the President's report makes dear, the iarge number of job iosses or job gains 
has not materiaiized. Rather, NAFTA codified many of the changes aiready under 
way in the region's economy. Specificaiiy, it iocked into piace much of the uniiaterai 
economic iiberaiization begun by Mexico in the mid-1980s. 

Specificaiiy, the Agreement dramaticaiiy reduced some tariffs immediateiy whiie 
other tariffs wiii faii to zero over a 5 to 15 year period. This Agreement broadened 
and superseded the 1989 free trade agreement between the United States and Can- 
ada. 

But NAFTA goes weii beyond tariff reduction. 

• in goods trade it opened previousiy protected sectors in agricuiture, energy, tex- 
tiies, and automotive trade. 

• it opened up the U.S. -Mexico border to trade in services with specific ruies in 
finandai services, transportation services, and teiecommunication services. 

• it set ruies on government procurement and inteiiectuai property rights. 

• it set specific safeguards inciuding how to deai with subsidies and unfair prac- 
tices: it set up procedures for deaiing with private commerdai or agricuiturai dis- 
putes: and it set up a process for deaiing with NAFTA impiementation concerns. 

Mexico is making far more significant changes to its economy because of NAFTA 
than the United States. Mexican tariffs on U.S. goods averaged 10 percent in 1993 
whiie U.S. tariffs on Mexican products averaged 4 percent. Mexico is moving its 
ruies on investment cioser to those which prevaiied in the United States. 

NAFTA has continued the process of opening the U.S. -Mexico border to increased 
commerce. Two way trade between the United States and Mexico has risen 60 per- 
cent from 1993, the year before NAFTA was impiemented to 1996, the third year 
of its existence. 

But Mexico is economicaiiy smaii compared with the U.S. Mexican GDP in 1996 
was about $327 biiiion, or 4.4 percent of the U.S. GDP— $7,500 biiiion. Put another 
way, Mexico's economy is about the size the state of Fiorida's economy. 

Therefore, much of the rhetoric about jobs, both from proponents of NAFTA and 
from its opponents were highiy exaggerated. We now have irrefutabie empiricai evi- 
dence that fears of major U.S. job iosses to Mexico due to NAFTA are unfounded. 
U.S. empioyment has risen, and the ievei of unempioyment has decreased during 
the first three years of NAFTA. The 6.4 miiiion net new jobs created over this three 
year period ied to a decrease in the number of unempioyed from 8.5 miiiion to 7.2 
miiiion, which was due oniy in the most marginai way to NAFTA. Rather it is due 
to the continued expansion of the U.S. economy, i n fact, over this three year period, 
it is estimated that 31,000 new jobs were created and 28,000 jobs were iost due to 
NAFTA. This needs to be put into perspective. Over this period miiiions of jobs were 
created and iost due to ongoing changes in the dynamic U.S. economy. Fiowever, the 
information does show that the jobs created from new U.S. -Mexico trade induced by 
NAFTA have higher wages than the jobs that have ieft the country. 

Cieariy, then, those who argued that a negative trade baiance costs jobs were 
wrong. And, in fact, NAFTA has had iittie to do with the shifting U.S. -Mexico trade 
baiance. The Mexican overaii trade baiance went from a $18.5 biiiion deficit in 1994 
to a $7.1 biiiion surpius in 1995 after the peso devaiuation in December 1994. The 
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impact of this change on the U.S. exports to Mexico was significantiy iess than the 
impact on Asian or European exports to Mexico. This was due in part to NAFTA 
commitments made by Mexico and due in part to co-production arrangements be- 
tween Mexico and the United States. This increased commerce in intermediate 
goods from the United States began with the opening of the Mexican economy in 
the mid-1980s and has acceierated with NAFTA. U.S. exports to Mexico siipped oniy 
$4 biiiion in 1995 whiie Mexican exports to the U.S. rose about $12 biiiion that 
same year. In 1996, U.S. exports to Mexico recovered compieteiy from the peso de- 
vaiuation, increasing to $56.79 biiiion, a jump of 22.6 percent from 1995. Mean- 
whiie, NAFTA, acting as a safety net during an export-ied recovery, heiped Mexico 
rebound from its peso devaiuation. 

Mexico remains exceptionaiiy important to the U.S. Mexico's popuiation of ap- 
proximateiy 93 miiiion is about one third the size of the U.S., but in May of this 
year, the nation suppianted Japan as the second-iargest export market for U.S. 
goods and services. The trend continued in J une, the most recent months for which 
Commerce Department figures are avaiiabie. Cieariy, a growing, prosperous Mexico 
is in the interest of every citizen in the U.S. Not oniy wiii this iead to iower iiiegai 
immigration and a heaithier environment in Mexico, but a vibrant Mexico wiii be 
better abie to deai with iiiegai drug activities which are hurting both of our soci- 
eties. 

• The economic poiicies of the Zediiio Administration in Mexico today shouid iead 
to dynamic export-ied growth in Mexico with a stabie, consumer driven economy 
which wiii continue to buy higher and higher quantities of sophisticated products 
made in capitai intensive and high wage U.S. industries. 

Maintaining Confidence in NAFTA 

Some friction is inevitabie under a iarge compiex agreement such as NAFTA, but 
both the United States and Mexico need to act quickiy to find soiutions so that con- 
fidence in theoveraii agreement is maintained. 

On December 18, 1995, the border between the U.S. and Mexico was to have 
opened up for internationai deiivery by truck into border states. In addition, on the 
same day, the U.S. was to permit Mexican owners to purchase interest in U.S. 
trucking companies. Neither provision has been impiemented. Whiie NAFTA gives 
the U.S. the right to refuse Mexican trucks entry into the border states for safety 
reasons, critics of the Ciinton administration say that this provision of NAFTA was 
deiayed for politicai reasons— inciuding objections from organized iabor and the 
1996 election campaign. For whatever the reason, the U.S. -Mexico Chamber of Com- 
merce beiieves strongiy that these NAFTA provisions shouid be impiemented imme- 
diateiy. 

Why is the border opening so important? Two way trade between the U.S. and 
Mexico has increased 60 percent over the three years NAFTA has been in force. The 
U.S. Department of Commerce reports that truck traffic crossing the border has aiso 
increased 60 percent. When measured by vaiue, trucks move 87 percent of U.S.- 
Mexico trade. Deiay opening the border siows cargo, increases business expenses, 
siows traffic— which causes more poiiution at the border— and has an overaii nega- 
tive impact on the NAFTA economy. 

There is another very important reason to open the border: The U.S. is holding 
the NAFTA up as a modei as the countries of the FI emisphere move toward the start 
of the negotiations for a Free Trade Area of the Americas (FTAA). The U.S. govern- 
ment sees it in the interest of U.S. business to have a ruies-based trading system 
in the hemisphere. The whoie concept is that ruies are to be foliowed. Untii this 
biemish on NAFTA impiementation is corrected, the U.S. is in a difficuit position 
in arguing for other countries tofoliow particuiar trade ruies. 

The faiiure to open up the U.S. -Mexico border under the NAFTA timetabie has 
become intertwined with the faiiure to soive a number of other NAFTA transpor- 
tation provisions as weii as a number of "doing business" issues in Mexico. These 
inciude beginning a process to open up transportation companies to investment from 
across the border, removing restrictions on scheduied passenger bus service across 
the border, providing nationai treatment in Mexico for smaii package deiivery oper- 
ations, use of 53-foot traiiers, Mexican restrictions on truck ieasing and severai 
pending investment disputes with Mexico. 

The border is ready to open. Leading up to the December 18, 1995, date there 
was much activity to get ready for this border opening. There was an extensive in- 
dustry safety training program sponsored by the states, the three NAFTA govern- 
ments, and the industry. Senior government representatives from both Caiifornia 
and Texas told the press their states were prepared for the border opening. Since, 
government and private-sector leaders have continued initiatives to ensure a safe 
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border. For example, all border states have made Improvements at border crossings; 
Mexico joined the Commercial Vehicle Safety Alliance (CVSA), an organization of 
state and provincial officials that works to assure that compliance and enforcement 
procedures: and Under the Land Transport Standards Subcommittee (LTSS), estab- 
lished under NAFTA, the U.S., Mexico and Canada have agreed on critical safety 
areas that would be reviewed and approved before a carrier could begin cross-border 
operations.. In addition, the private sector Is helping lead the way toward smoother 
border operations. For example, the Business Antl-Smuggling Coalition (BASC) Is 
a voluntary program for corporate participants to establish self-imposed standards 
In the areas of security, safety and logistics that will significantly hinder drug traf- 
fickers from using legitimate business shipments as vehicles to smuggle Illicit drugs 
Into the United States. This alliance of private sector firms Is supported by the U.S. 
Customs Service and Is an Initiative led by the U.S. -Mexico Chamber of Commerce 
with the Border Trade Alliance. It Involves seminars to Impart knowledge of "best 
practices" and Ideas on packing and shipping which can reduce the danger of Illegal 
use of cargo. 


Environment 

The 2,000 mile U.S. -Mexico border separates two countries with significantly dif- 
ferent Income levels. The development of appropriate Infrastructure to deal with In- 
creased commerce, continuing the process of reducing environmental degradation, 
and Improving working conditions on both sides of the border, will be essential to 
maintain confidence In NAFTA. 

The United States and Mexico have made progress over the past three years ad- 
dressing three decades of deteriorating environmental conditions along the U.S.- 
Mexlco border. The North American Agreement on Environmental Cooperation 
(NAAEC) was approved as a side agreement to NAFTA to Insure that all parties 
enforce national and International environmental laws and address environmental 
Issues that arise as a result of NAFTA Implementation. 

• There has been Improved environmental regulations and positive action to 
jump-start two new environmental Institutions set up to address environmental In- 
frastructure problems on the U.S. -Mexico border. Both the Border Environment Co- 
operation Commission (BECC) and the North American Development Bank 
(NADBank) have developed mechanisms for community participation, and have ap- 
proved and allocated loan funds for Infrastructure projects. In addition, the Border 
XXI Program, a plan by the U.S. and Mexican governments to address border envi- 
ronmental Issues and assure sustainability, has received extensive citizen Input and 
the final version of the plan was published In October 1996. 

• The Commission for Environmental Cooperation (CEC) was created to oversee 
the Implementation of NAFTA's environmental side agreement. 

• The U.S. Congress recently named the U.S. -Mexico Chamber of Commerce as 
the recipient of a grant— through the Department of Commerce— to Improve the 
U.S. -Mexico business community's access to Mexico's environmental rules. The goal 
of the grant-funded ACCESS-MEXICO project Is to remove non-tariff barriers 
present In r^ulatory uncertainty, enhance business opportunities and promote sus- 
tainable environmental practices. 


Accession 

The NAFTA contains a very simple clause which states that If agreed to by the 
United States, Mexico, and Canada, other countries can accede to this agreement. 
In J une 1995, officials of the United States, Mexico, and Canada agreed that nego- 
tiations should begin regarding Chile's accession to the NAFTA. 

• In the fall of 1996, when the President was unable to obtain fast-track negotiat- 
ing authority, Chile withdrew from the negotiations and has negotiated separate bi- 
lateral arrangements with Mexico and Canada. 

• Under fast tract negotiating authority, the Congress delegates to the President 
the authority to negotiate a trade agreement Involving tariff reductions and agrees 
to either vote for or against the agreement and not amend it. This authority is es- 
sential— historically the Congress has been unsuccessful in carrying out trade nego- 
tiations because of the diverse views of its members and because countries are un- 
willing to negotiate with the President an agreement which can be changed by the 
U.S. Congress. 

• In December 1994 the 34 democratically elected leaders in this Flemisphere 
agreed to forge a Free Trade Area of the Americas (FTAA) by 2005. If the strong 
rules-based disciplines contained in the NAFTA are to become the norm in the 
hemisphere, it is imperative that the President be given fast track authority by the 
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Congress so that Chile can be admitted and momentum for this type of Hemispheric 
agreement can be obtained. 

Canada and Mexico are reaching out to other countries in the hemisphere and 
signing bilateral trade agreements. These arrangements put U.S. firms at a com- 
petitive disadvantage compared with their Canadian and Mexican counterparts. 

Conclusion 

NAFTA has locked in fundamental economic reforms in Mexico and, under Presi- 
dent Zedillo, these reforms are being widened and deepened. With the increase in 
commerce between the United States and Mexico, which began in the late 1980s and 
accelerated with NAFTA, the lives of the citizens of the United States and the citi- 
zens of Mexico are being improved. The few trade irritants which exist today can 
and should be dealt with promptly by the U.S. and Mexican governments. 

Mexico and the United States share a 2,000-mile border. The geographic reality 
will not change. It is, therefore, crucial for both countries to confront bilateral and 
regional economic and political issues. NAFTA has offered a strong framework for 
economic relations. As a good neighbor, it is important the United States continue 
to move forward with a worthy partner as we enter the 21st century. 

Meanwhile, the Chamber strongly believes the United States government should 
apply the lessons learned from NAFTA to a proposed Free Trade Area of the Ameri- 
cas. The Chamber believes fast track authority for the President of the United 
States will allow negotiation of a fair agreement built upon the successful NAFTA 
framework. In the end, such an agreement will certainly benefit the producers and 
consumers in the United States and throughout the region. One final note, the U.S.- 
Mexico Chamber of Commerce has joined the Greater American Business Coalition 
to serve as a catalyst for what promises to be a permanent contribution to economic 
and political relations in the Americas. 

The United States-MeKico Chamber of Commerce (USMCOC), incorporated in 1973 
in the District ofCoiumbia as a 501 (c)(6) non-profit corporation, is a chartered bi na- 
tional chamber promoting trade and investment between the two American nations. 
The USMCOC represents more than 1,000 businesses and maintains offices in Wash- 
ington, D.C., Mexico City, Los Angeles, San Diego, Dailas, New York, Denver, Chi- 
cago, Tampa, Seattip, Detroit, Guadaiajara and Monterrey. 


Mr. Camp. Mr. Beckman. 

STATEMENT OF STEVE BECKMAN, INTERNATIONAL ECONO- 
MIST, INTERNATIONAL UNION, UNITED AUTOMOBILE, AERO- 
SPACE AND AGRICULTURAL IMPLEMENT WORKERS OF 
AMERICA (UAW) 

Mr. Beckman. Thank you, Mr. Chairman. It's a pleasure to be 
here today, and I appreciate the opportunity to appear before the 
Subcommittee on behalf of the 1.3 million active and retired UAW 
members. 

We believe that NAFTA is a severely flawed model of inter- 
national economic integration. Fixing the damage it has caused in 
the United States, Canada, and Mexico must be our first trade pol- 
icy objective, not extending it to additional countries. Therefore, the 
UAW strongly opposes providing fast track trade negotiating au- 
thority which would be used to expand NAFTA to the rest of South 
America. 

The rules incorporated into NAFTA protect the investments and 
operations of multinational corporations and ignore the interest of 
workers in their communities in the process of r^ional economic 
integration. As a cons^uence, workers in the United States have 
seen their wages and incomes stagnate, their job security eroded, 
and threats of plant closings increase. The impact of NAFTA on 
these aspects of workers' lives is as important as the job losses sus- 
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tained. The absence of wage increases in the face of productivity 
gains, the pervasive fear of corporate downsizing or relocation to 
pad the bottom line, and the outrageous pay increases for top cor- 
porate executives all contribute to the growing inequality in the 
distribution of U.S. incomes that NAFTA has reinforc^. 

NAFTA's contribution to the intimidation of workers is most ap- 
parent in what is taking place in organizing campaigns. A Cornell 
University study found that more than half of the employers 
threatened to close their operations in response to union organizing 
drives, and that since NAFTA became effective, three times as 
many of them follow through on their threats, if the union wins the 
right to represent the workers. 

The UAW has been confronted with employer threats to close 
plants and move work to Mexico, citing NAFTA as the justification, 
as part of management campaigns to prevent workers from joining 
our union. At NTN Bower in Macomb, Illinois, the company distrib- 
uted a leaflet that made the blatant threat that if the workers 
chose to join the UAW, their "jobs may go South for more than the 
winter." To reinforce this threat, the leaflet notes that, 'There are 
Mexicans willing to do your job for $3 and $4 an hour. Free Trade 
Treaty allows this." NAFTA, thus, serves to support employer in- 
timidation that restricts the ability of American workers to improve 
their living standards and working conditions through collective 
bargaining. 

The North American Agreement on Labor Cooperation, the 
NAALC, has been a failure in correcting the abuse of worker rights 
in the NAFTA countries. Violations of the fundamental rights of 
freedom of association and the right to organize and bargain are 
not even subject to the labor side agreement's dispute resolution 
procedures. The cases that have been filed have not led to the ille- 
gally fired workers being rehired, and the offending employers have 
suffered no sanctions. The ability of independent unions to survive 
and expand in Mexico has not been advanced by the NAALC. They 
remain under attack. 

Thus, in these cases there are no effective remedies for the con- 
tinuation of lax enforcement and inadequate worker protections. 
The teeth needed to make the NAALC an instrument for progress 
in worker rights and labor standards are lacking, leaving it an inef- 
fective tool. 

In assessing NAFTA, the impact on the auto industry must be 
given considerable weight due to the major contribution of trade in 
this industry to overall NAFTA trade. United States auto trade 
with Mexico and Canada accounts for more than one-fourth of the 
total trade. Not surprisingly, in the 3 years after NAFTA was ap- 
proved, the U.S. auto trade deficit has increased dramatically, more 
than doubling from $13.1 billion in 1993 to $26.6 billion in 1996. 
Using the Department of Commerce's multiplier, lost job opportuni- 
ties in the U.S. auto industry due to this imbalance exceed 200,000. 

The United States deficit in auto trade with Mexico has led this 
trend. It's increased by more than 300 percent under NAFTA, from 
$3.6 billion in 1993 to $14.6 billion in 1996. United States auto- 
motive imports from Mexico more than doubled over that period 
while United States exports inched up by 11 percent. 
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The United States auto trade deficit with Canada has steadily 
worsened since NAFTA went into effect. At $11.9 billion in 1996, 
the U.S. deficit is up from $9.5 billion in 1993. The inequitable 
terms of the United States-Canada Free Trade Agreement's auto 
provisions, which left United States production at a disadvantage, 
were retained in NAFTA, and the auto trade imbalance has contin- 
ued to expand. 

The conclusion drawn by the UAW from our analysis of NAFTA 
is that it's been an utter failure in meeting the concerns of workers 
in the United States, Mexico, and Canada in the process of North 
American economic integration. NAFTA, therefore, must not be 
used as the model for further regional int^ration or the negotia- 
tion of additional international trade and investment agreements. 
That's why the UAW opposes providing the administration with 
fast track negotiating authority. 

A much broader approach to economic and social development is 
needed to address the varied impacts of North American economic 
integration, fast track proposals being discussed, instead of ad- 
dressing these concerns, are more restrictive than previous nego- 
tiating authority. Instead of insisting on the full inclusion of addi- 
tional issues as fundamental to trade and investment agreements, 
they're being marginalized and discounted. 

The proposal made by Chairman Archer to specify in fast track 
legislation that the negotiating objectives include labor and envi- 
ronmental provisions that are directly trade-related would rep- 
resent a weakening of the al ready-inadequate language of the 1988 
Omnibus Trade and Competitiveness Act. Statements by Chairman 
Archer indicate that this language would only cover worker rights 
and standards if they impede trade in any way, rather than provi- 
sions that seek to promote respect for internationally recognized 
worker rights and standards in international trade. It's the objec- 
tive of the UAW and organizations of workers and our allies 
around the world in developed and developing countries alike to 
promote respect for those rights and standards. 

In conclusion, Mr. Chairman, the UAW appreciates the oppor- 
tunity to testify before the Subcommittee. I n our judgment, NAFTA 
has been a huge failure, especially for workers in the automotive 
industry. Accordingly, we urge you to reject the administration's re- 
quest for new fast track trade negotiating authority. It would only 
be used to add to the al ready-intense downward pressure on Amer- 
ican workers' incomes, put hundreds of thousands of American jobs 
in jeopardy, and extend a failed model of economic development to 
additional countries in South America and elsewhere, to the det- 
riment of the well-being of millions of workers. 

Thank you. 

[The prepared statement follows:] 

statement of Steve Beckman, International Economist, International 

Union, United Automobile, Aerospace and Agricultural Implement 

Workers of America (UAW) 

Mr. Chairman, my name is Steve Beckman. I am an internationai economist for 
the UAW and I appear before the Subcommittee today on behaif of the 1.3 miiiion 
active and retired UAW members. 

The UAW appreciates the opportunity to share its views with the Subcommittee 
on the impact of the North American F ree Trade Agreement (NAFTA). In our view, 
the "Study on the Operation and Effects of the North American F ree Trade Agree- 
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merit" sent to Congress in J uly by President Clinton does not accurately describe 
NAFTAs impact on workers, their families and communities. The job losses, down- 
ward pressure on workers incomes and intimidation in union organizing campaigns 
experienced by DAW members and other American workers are not recognized in 
that r^ort. We believe that NAFTA is a severely flawed model of international eco- 
nomic integration: fixing the damage it has caused in the U.S., Canada and Mexico 
must be our first trade policy objective, not extending it to additional countries. 
Therefore, the DAW strongly opposes providing "fast track" trade negotiating au- 
thority, which would be used to expand NAFTA to the rest of South America. 

The rapid growth of U.S. trade deficits with Mexico and Canada demonstrates the 
flaws in NAFTA. In the three years NAFTA has been in effect, the U.S. merchan- 
dise trade deficit with our NAFTA partners has sharply and steadily escalated from 
$9 billion in 1993 to $13 billion in 1994, $34 billion in 1995 and $39 billion in 1996. 
The Economic Policy Institute has estimated that U.S. job losses attributable to this 
trade debacle total more than 400,000. U.S. -Mexico trade has accounted for about 
two-thirds of the worsening trade deficit and U.S. -Canada trade for one-third. The 
U.S. trade deficit with Canada, at $23 billion in 1996, was still higher than the $16 
billion deficit with Mexico. 

The defenders of NAFTA have pointed to the increase in U.S. exports to Mexico 
and Canada as proof that the agreement is working and creating jobs for American 
workers. The Administration study notes that, in 1996, goods exported to Mexico 
and Canada supported 2.3 million U.S. jobs. Further, it claims that exports have 
contributed one-third of recent economic growth. This one-sided examination of 
international trade— the export side— has become a common practice for those who 
want to ignore the record U.S. trade deficits in recent years, including 1996, and 
the adverse employment effect of those imports. For American workers, it is not pos- 
sible to simply ignore the reality that increased U.S. imports displace them from 
their jobs and eliminate new job opportunities. The staggering increase in U.S. trade 
deficits with Mexico and Canada since NAFTA went into effect in 1994 is an impor- 
tant measure of the negative impact of the agreement. 

Much of the trade that takes place among the three NAFTA countries is intra- 
company trade rather than international shipments by competing companies. This 
is largely the case in automotive trade, which accounts for about one-fourth of all 
NAFTA trade. The Administration asserts that the rapid growth of U.S. imports 
from Mexico doesnt displace American jobs because most of those imports displace 
imports from other regions. But the truth is that the increase in U.S. imports of 
motor vehicles from Mexico includes Chevrolet Suburbans, Dodge Ram trucks. Ford 
F-series trucks and other vehicles that are made in the U.S. by U.S. -based compa- 
nies. They do not displace non-North American exports to this country. The same 
is true for many other industries. This is reflected in the large number of NAFTA- 
TAA certifications for production shifts to Mexico. 

Because much of the trade is carried out by such companies, the Administrations 
assumption that workers in export industries earn substantially higher wages than 
workers in import-competing industries is contradicted by the experience of workers. 

I n the auto industry, the same companies export to Mexico and import from Mexico; 
the wages of the U.S. workers whose job opportunities are lost due to the increase 
in imports from Mexico have the same wages as the U.S. workers who make the 
products that are exported. 

The argument that increased exports have been a major contributor to economic 
growth is intentionally misleading. The main indicator of economic growth, gross do- 
mestic product (GDP), measures the impact of trade on growth by looking at "net 
exports," exports minus imports. That measure has been a steady n^ative factor 
in U.S. economic growth because of the surge in U.S. imports. The shift in the bal- 
ance of U.S. trade with Mexico and Canada, from a U.S. deficit of $9.1 billion in 
1993 to $39.0 billion in 1996, shows the depressing effect of NAFTA trade on the 
U.S. economy since the agreement went into effect. 

The rules incorporated into NAFTA protect the investments and operations of 
multinational corporations and ignore the interests of workers and their commu- 
nities in the process of regional economic integration. As a consequence, workers in 
the U.S. have seen their wages and incomes stagnate, their job security eroded and 
threats of plant closings increase. The impact of NAFTA on these aspects of workers 
lives is as important as the job losses sustained. The absence of wage increases in 
the face of productivity gains, the pervasive fear of corporate downsizing or reloca- 
tion to pad the "bottom line" and the outrageous pay increases for top corporate ex- 
ecutives all contribute to the growing inequity in the distribution of U.S. incomes 
that NAFTA has reinforced. 

NAFTAs contribution to the intimidation of workers is most apparent in what is 
taking place in union organizing campaigns. A Cornell University study found that 
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more than half of employers threaten to close their operations in response to union 
organizing drives and that, si nee's as many of them follow through on their threats 
if the union wins the right to represent the workers. The DAW has been confronted 
with employer threats to close plants and move work to Mexico, citing NAFTA as 
a justification, as part of management campaigns to prevent workers from joining 
our union. At NTN Bower in Macomb, Illinois, the company distributed a leaflet 
that made the blatant threat that, if the workers chose to join the DAW, their "jobs 
may go south for more than the winter!" To reinforce this threat, the leaflet notes 
that 'There are Mexicans willing to do your job for $3 and $4 an hour. Free T rade 
Treaty allows this!" NAFTA thus serves to support employer intimidation that re- 
stricts the ability of American workers to improve their living standards and work- 
ing conditions through collective bargaining. 

The Administration tries to turn attention away from the adverse impact of 
NAFTA in its study by pointing to the strong U .S. economic performance since 1993. 
The low unemployment rate and employment growth are cited as evidence that U.S. 
trade deficits, and the deficit with Mexico, could not have reduced employment. It 
is necessary only to speak with the workers who have lost their jobs to correct that 
assessment. The beneficiaries of the strength in the U.S. economy and the increased 
economic integration with Mexico and Canada that NAFTA facilitates have been the 
wealthiest citizens of the three countries, not working people. 

To deflect blame from NAFTA, the agreements proponents have attributed the 
large U.S. trade deficit with Mexico and the related U.S. job displacement to the 
December 1994 peso devaluation. The Administration study does this in citing a 
DRI analysis that finds NAFTA had a positive effect on the U.S. economy "control- 
ling for the peso crisis." The devaluation was carried out by the same economic pol- 
icy team in Mexico that U.S. negotiators had endorsed in trumpeting NAFTAs im- 
portance. NAFTA would keep Mexico on the right econoicies the U.S. advocated, 
they told us. The Administration cited the U.S. trade surplus with Mexico in 1992 
as a preview of the results that we could continue to expect if NAFTA kept the 
Mexican government on this path of economic liberalization. It turned out that the 
Mexican government was not able to sustain continuing trade deficits with the U .S. 
The devaluation reinforced the use of Mexico as an export platform for production 
for the U.S. market, with the predictable result of a soaring U.S. trade deficit— $15 
billion in 1995 and $16 billion in 1996. 

The Administration also claims that NAFTA limited the devaluations damage to 
U.S. exports to Mexico and hastened the Mexican economys recovery from its do- 
mestic impact. This is not convincing. The study claims that U.S. imports from Mex- 
ico increased because the devaluation lowered their cost in dollars, but acknowl- 
edges no similar adverse effect on U.S. exports to Mexico. In fact, the devaluation 
priced many American-made products out of the Mexican market, overwhelming the 
reduction of Mexican tariffs that NAFTA achieved. The reason that U.S. exports to 
Mexico did not fall more than they did is not attributable to NAFTA; the expla- 
nation lies in the small share of consumer goods that the U.S. exports to Mexico. 
A high proportion of U.S. exports are fabricated or assembled in Mexico and shipped 
back to the U.S. for sale. The change in the dollar-peso exchange rate affected this 
trade because the dollar-denominated cost of Mexican products and labor fell dra- 
matically, making this export-oriented activity in Mexico even more profitable. As 
a result, many exports to Mexico were unaffected and maquiladora production in- 
creased rapidly to take advantage of the lower costs. 

The contribution of NAFTA to the economic "recovery" in Mexico is equally uncon- 
vincing. The growth in Mexicos economy has been concentrated in production for ex- 
port, not in workers incomes. Millions of Mexicans find themselves in poverty as a 
result of the economic policies promoted by NAFTA, but Mexicos exports are mush- 
rooming. The inflation-adjusted wage of the average Mexican worker is about 25 
percent lower now than when NAFTA went into effect, so the effective buying power 
and living standards of Mexican workers have suffered greatly since 1993. 

The North American Agreement on Labor Cooperation, NAALC, has been a fail- 
ure in correcting the abuse of worker rights in the NAFTA countries. Violations of 
the fundamental rights of freedom of association and the right to organize and bar- 
gain are not even subject to the labor side-agreements dispute resolution proce- 
dures. The cases that have been filed have not led to illegally fired workers being 
rehired and the offending employers have suffered no sanctions. The ability of inde- 
pendent unions to survive and expand in Mexico has not been advanced by the 
NAALC; they remain under attack. Thus, in these cases, there are no effective rem- 
edies for the continuation of lax enforcement and inadequate worker protections. 
The teeth needed to make the NAALC an instrument for progress in worker rights 
and labor standards are lacking, leaving it an ineffective tool. 
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The Administration study of the NAALC is misguidediy rosy. As the Administra- 
tion states, it has created a forum for raising objections to the treatment of workers 
in the NAFTA countries. But it is a forum that does not have the power to resoive 
the reai-iife struggies of workers who are trying to exercise their rights. Many of 
the cooperative activities described in the study were under way prior to NAFTAs 
negotiation. They are informationai and do not inciude any concerted effort to im- 
prove standards and set tri-nationai criteria for effective enforcement. 

In assessing NAFTA the impact on the auto industry must be given considerable 
weight due to the major contribution of trade in this industry to overall NAFTA 
trade. U.S. auto trade with Mexico and Canada accounts for more than one-fourth 
of total trade. Not surprisingly, in the three years after NAFTA was approved the 
U.S. auto trade deficit has increased dramatically, more than doubling from $13.1 
billion in 1993 to $26.6 billion in 1996. Using the Department of Commerces multi- 
plier, lost job opportunities in the U.S. auto industry due to this imbalance exceed 
200,000. As U.S. and other multinational auto companies continue to respond to the 
NAFTA auto provisions with investments in production in Canada and Mexico that 
supply the U.S. market, this deficit and the adverse impact on American jobs will 
only worsen. 

The U.S. deficit in auto trade with Mexico has led this trend. It has increased 
by more than 300 percent under NAFTA, from $3.6 billion in 1993 to $14.6 billion 
in 1996. U.S. automotive imports from Mexico more than doubled over that period, 
while U.S. exports inched up by 11 percent. Mexico has become an increasingly im- 
portant supplier of vehicles and parts to the U.S. In 1996, U.S. imports of motor 
vehicles from Mexico reached 771,000. Most of the vehicles shipped to the U.S. are, 
or were, also produced in the in this country. 

The U.S. auto trade deficit with Canada has steadily worsened since NAFTA went 
into effect. At $11.9 billion in 1996, the U.S. deficit is up from $9.5 billion in 1993. 
The inequitable terms of the U.S. -Canada Free Trade Agreements auto provisions, 
which left U.S. production at a disadvantage, were retained in NAFTA and the 
trade imbalance has continued to expand. 

The treatment of NAFTAs impact on auto industry trade in the Administration 
study is off-base in many areas. In claiming that NAFTA has been beneficial to pro- 
duction and employment in the U.S. auto industry, the Administration makes a va- 
riety of assertions that simply do not stand up to scrutiny. FI ere is just one example: 

"Increased U.S. exports of cars and light trucks to Mexico were directly attrib- 
utable to reductions in Mexican trade balancing requirements and lower Mexican 
tariffs brought about by NAFTA." (page 45) 

Without access to specific company data, it is impossible to verify this assertion, 
but the aggregate numbers provide sufficient guidance to show that this claim is 
inaccurate. If the trade balancing requirements had remained in effect, it would 
take $1.75 in exports from Mexico to import each $1.00 in value of vehicles from 
the U.S. From 1993 to 1996, automotive exports from Mexico to the U.S. increased 
by $12 billion and U.S. exports of vehicles to Mexico increased by $1.1 billion. Using 
the Mexican trade balancing formula, the $12 billion increase in Mexican exports 
should have allowed six times the increase in vehicle exports that actually occurred. 
The trade balancing limits would not have been a limiting factor in U.S. vehicle ex- 
ports to Mexico in 1996. The phenomenal growth of U.S. imports from Mexico and 
the related increase in the U.S. auto trade deficit, from $3.6 billion in 1993 to $14.6 
billion in 1996, are the critical industry developments that have taken place under 
NAFTA. 

The study states: "NAFTA has enabled Ford to make its established plants in 
Mexico more efficient. Ford decided to consolidate all production of Ford Thunder- 
birds and Mercury Cougars at its Lorain, Ohio assembly plant, discontinuing low 
volume production of these two models at its Cuautitlan plant in Mexico." (page 46) 
This year. Ford ended production of the Thunderbird and Cougar, leaving a hole in 
the Lorain plants production. Was Ford completely unaware of the potential for 
such a result when it made this decision? Now, Ford is producing larger volumes 
of F-series trucks at its Cuautitlan plant and shipping them to the U.S., which it 
had not done prior to NAFTA. Where are the American workers who benefited from 
this "increased efficiency"? 

The report takes great pains to note that investments by the Big Three auto com- 
panies in the U.S. totaled $39 billion from 1993 to 1996 and that their investments 
in Mexico were only $3 billion. Truck capacity in the U.S. grew by nearly 400,000 
and in Mexico by 144,000. The Administrations study fails to mention that, in an- 
ticipation of more fully using their Mexican plants, the Big Three made substantial 
investments in Mexico prior to NAFTA. According to the Mexican government, these 
companies invested $3 billion in the six years up to and including 1994. This was 
their share of a total of more than $10 billion invested in the industry during that 
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period. Since additionai investments were made by the Big Three in 1995 and 1996, 
their totai recent investments in Mexico exceed $3 biiiion. Without those invest- 
ments, the tremendous increase in the U.S. auto trade deficit with Mexico wouid 
not have been possibie. 

The increases in truck capacity can be viewed in a different iight. The 394,000 
increase in U.S. capacity cit^ in the study wouid add about 20 percent to U.S. pro- 
duction capacity as of 1993. The additionai capacity of 144,000 wouid doubie Mexi- 
cos 1993 capacity. The new truck piants in Siiao (GM) and Saitiiio (Chrysier) aimost 
certainiy added more than the announced capacity. In the case of the U.S., some 
of the new truck capacity couid have come at the expense of car production capabii- 
ity, adding iittieto potentiai overaii U.S. production and empioyment; the new ca- 
pacity in Mexico is attributabie to new piants which wiii deariy add to totai Mexi- 
can vehicie production. 

The study tries to downpiay the significance of the gusher of increased automotive 
imports from Mexico by noting the U.S. content of the vehicies assembied there. In 
addition, the study states that increased U.S. imports of auto parts from Mexico 
were the resuit of increased U.S. production. We are certainiy aware that U.S. -made 
parts are shipped to Mexico for assembiy there and that they couid contribute to 
increasing empioyment for American auto workers. However, the vehicies and parts 
imported from Mexico dispiace production that wouid otherwise take piace in this 
country. The imported vehicies are identicai to vehicies made in the U.S. The best 
measure of whether the U.S. content in those vehicies is contributing to U.S. em- 
pioyment is the trade baiance— are we importing more of these vehicies and parts 
than we are exporting? The answer is crystai dear: the auto trade deficit with Mex- 
ico has increased in every year of NAFTAs impiementation and the jobs of American 
workers have been sacrificed in the process. 

If the increase in U.S. imports of auto parts from Mexico was simpiy to keep up 
with the growth of U.S. production, the vaiue of U.S. imports wouid have increased 
by 6.8 percent from 1993 to 1996. In fact, U.S. imports increased by 57 percent, in- 
dicating that something more substantiai that voiume gains was responsibie. The 
vaiue of parts imports from Mexico per vehicie assembied jumped from $680 in 1993 
to $980 in 1996. Not aii imported parts are used in new vehicies, but this provides 
an idea of how much parts imports from Mexico have grown. 

Finaiiy, the Administration study, in discussing the recent Nissan and Voiks- 
wagen investments in Mexico, says that they "were aimed at accommodating in- 
creased saies in Mexico as weli as the addition of new modei production." (page 50). 
In other words, these investments did not come at the expense of U.S. production. 
In the case of Volkswagen, that is just not so. VW closed its plant in Westmoreland, 
Pennsylvania in 1988, when its ten years of state incentives expired, and moved 
production of the Golf and J etta models made there to Mexico. I nvestments in Mex- 
ico were primarily to modernize and expand production of those models, with the 
U.S. market as a major target. 

There are many other areas of the Administration study that deserve comment 
and criticism. This lengthy presentation of UAW disagreements with the NAFTA 
study presented to Congress by the Administrations is not exhaustive. There are 
many more issues on which we believe the Administrations analysis is wrong or 
misleading. We could provide the Subcommittee with additional examples. The con- 
clusion drawn by the UAW from our own analysis is that NAFTA has been an utter 
failure in meeting the concerns of workers in the process of North American eco- 
nomic integration. NAFTA, therefore, must not be used as the model for further re- 
gional integration or the negotiation of additional international trade and invest- 
ment agreements. That is why the UAW opposes providing the Administration with 
"fast track" negotiating authority at this time. The agenda of negotiations that 
would be undertaken with that authority would be no better than the NAFTA agen- 
da, and the results from that agenda are in. It is unacceptable to UAW members 
and it is detrimental to the interests of American workers. 

Since it is expected that new negotiating authority would be used to expand 
NAFTA to include Chile and other South American countries, the UAW is particu- 
larly concerned about the impact this could have on automotive trade in the region. 
J ust as NAFTA facilitated the industry restructuring in Mexico that has led to its 
use as a major export platform to the U.S., we believe that NAFTAs extension could 
reinforce the restructuring process underway in the large auto industries of Brazil 
and Argentina to bring about similar results. Already, auto producers have an- 
nounced massive investments in new vehicle and parts capacity in these two coun- 
tries. Under NAFTAs terms, much of that production could be shipped to the U.S. 
and displace U.S. production and jobs. U.S. -based producers of vehicles and parts 
are among the major investors in South America. They already produce for the local 
market and export some products back to this country. This was the situation in 
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Mexico in the years prior to NAFTA and we are concerned that an export expiosion 
from these countries may occur. Simiiar to the process in Mexico, workers in Brazii, 
for instance, are aiready finding that increased productivity is ieading to job cut- 
backs and reduced incomes for workers. They share our interest in reversing the 
anti-worker impact of the restructuring process that has accompanied NAFTA. 

A much broader approach to economic and sociai deveiopment, taking into consid- 
eration many of the subjects that the NAFTA negotiators expiicitiy rejected, such 
as debt reiief, immigration, exchange rates and raising iabor and environmentai 
standards, is needed to address the varied impacts of North American economic in- 
tegration. The "fast track" proposais being discussed, instead of addressing these 
concerns, are more restrictive than previous negotiating authority. Instead of insist- 
ing on the full inclusion of these additional issues as fundamental to trade and in- 
vestment agreements, they are being marginalized and discounted. 

The proposal made by Chairman Archer to specify in "fast track" legislation that 
the negotiating objectives include labor and environment provisions that are "di- 
rectly trade-related" would represent a weakening of the already inadequate lan- 
guage in the 1988 Omnibus Trade and Competitiveness Act. The most critical and 
widely accepted worker rights, freedom of association, the right to organize and bar- 
gain collectively and minimum labor standards, would be excluded from "fast track" 
coverage by such a restrictive formulation. Statements by Chairman Archer indicate 
that this language would only cover worker rights and standards if they impede 
trade in any way, rather than provisions that seek to promote respect for inter- 
nationally recognized worker rights and standards in international trade. It is the 
objective of the DAW and organizations of workers and our allies around the world, 
in developed and developing countries alike, to promote respect for those rights and 
standards. 

The need for stronger, not weaker, language on worker rights and trade is dem- 
onstrated by the inadequacy of the NAFTA side agreement on labor negotiated by 
the Administration. This agreement was reached under the 1988 language that did 
not restrict negotiations to "directly trade related" provisions. Still, as pointed out 
earlier, it lacks the coverage and enforcement capabilities to effectively defend the 
worker rights and standards that it claims to protect. If, as has been reported, even 
this weak agreement on labor could not have been negotiated under the "directly 
trade related" language proposed by Chairman Archer, this is another measure of 
the stifling impact on worker rights negotiations that would be imposed by the pro- 
posed language 

The mere mention of the words "labor" and "environment" in the list of negotiat- 
ing objectives should not be confused with a requirement that these issues be in- 
cluded in trade agreements and subject to their dispute resolution procedures. After 
all, worker rights have been included among U.S. trade negotiating objectives since 
1974 without producing any substantive progress in the agreements reached under 
the "fast trsting labor and environment simply as negotiating objectives is no longer 
acceptable to American workers. Action on these issues is demanded. 

In conclusion, Mr. Chairman, the DAW appreciates this opportunity to testify be- 
fore the Subcommittee and to present our views on the Administrations "Study on 
the Operation and Effects of the NAFTA" and on the important issue of "fast track" 
negotiating authority. In our judgment, NAFTA has been a huge failure, especially 
for workers in the automotive industry. Accordingly, we urge you to reject the Ad- 
ministrations request for new "fast track" trade negotiating authority. It would only 
be used to add to the already intense downward pressure on American workers in- 
comes, put hundreds of thousands of American jobs in jeopardy and extend a failed 
model of economic development to additional countries in South America and else- 
where to the detriment of the well-being of millions of workers. 


Mr. Camp. Thank you. 
Ms. Hoffman. 
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STATEMENT OF JAY MAZUR, PRESIDENT, UNION OF 

NEEDLETRADES, INDUSTRIAL AND TEXTILE EMPLOYEES; AS 

PRESENTED BY ANN HOFFMAN, LEGISLATIVE DIRECTOR, 

UNION OF NEEDLETRADES, INDUSTRIAL AND TEXTILE 

EMPLOYEES 

Ms. Hoffman. Mr. Chairman, I regret that president Mazur's 
scheduie did not permit him to stay here this afternoon. My name 
is Ann Hoffman, i'm iegisiative director of UNiTE. We want to 
thank you for the opportunity to testify. 

UNiTE, the Union of Ne^ietrades, industriai and Textiie Em- 
pioyees, represents 300,000 workers in textiie, apparei, and other 
reiated industries in two of the NAFTA countries: The United 
States and Canada. 

it has been over 372 years since NAFTA went into effect. The re- 
suits are in. For workers in the United States, Mexico, and Can- 
ada, NAFTA has been a faiiure. Using the Department of Com- 
merce muitipiiers, the increase in the United States trade deficit 
with Mexico and Canada has cost the United States over 420,000 
jobs since 1993. 

What has happened to workers in generai has happened even 
more to workers in the apparei and textiie industries. Department 
of Labor figures show that the U.S. apparei industry iost more jobs 
in 1996 than any other private sector industry. Apparei empioy- 
ment is just about haif of what it was at its peak in 1973. in the 
iast 2 years aione, 16 percent of garment workers in the United 
States have iost their jobs. 

Apparei factories in the United States are most frequentiy io- 
cated in innercities and rurai areas. They often provide the oniy 
jobs for miies around with decent wages and, in union shops, 
heaith benefits, paid vacations, hoiidays, and pensions. When those 
apparei factories dose, workers cannot maintain their iiving stand- 
ards, if they can find new jobs at aii. 

As bad as NAFTA has been for jobs, it may have damaged wage 
ieveis even more. During the debate over NAFTA, a Waii Street 
j ournai poii found that a majority of executives from iarge compa- 
nies aiready had pians to shift some production to Mexico, and that 
a iarge number intended to use NAFTA as a bargaining chip to 
keep down wages in the United States They have succeeded. 

NAFTA's singie biggest deficit is its faiiure— defect; i'm sorry— 
is its faiiure to address workers' rights, the right to strike, the 
right to organize, the right to freeiy associate, the right to iivabie 
wages and decent working conditions. The faiiure to insist that 
Mexico enforce its iabor iaws has meant that Mexican wages faiied 
to rise. As iong as Mexican workers don't get a fair deai, wages in 
Mexico wiii not rise. Mexican workers wiii not be abie to buy the 
ciothing that they make for United States manufacturers, iet aione 
the ciothing that UNiTE members make in the United States and 
Canada. 

Mexico's attraction for corporations is not the smaii Mexican con- 
sumer market. Mexico's entire economy is iess than 4 percent of 
the U.S. economy. The attraction for U.S. corporations is the iabor 
force of more than 30 miiiion peopie wiiiing to work for a tiny frac- 
tion of U.S. wages. 
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The story of Guess, I nc, the designer jeans company, shows what 
is wrong with NAFTA. Earlier this afternoon, an 11-year employee 
of J eans Plus in Los Angeles, a major contracting shop doing work 
for Guess, was across the street speaking to some of your col- 
leagues. Enriqueta Soto held up a pair of Guess jeans just like 
these with the label reading, "Guess USA, American tradition, as- 
sembled in Mexico." 

Ms. Soto held up a pair of jeans that could have helped her sup- 
port her family, but she lost her job when she and her coworkers 
objected to working for their shop at illegally low wages and then 
tried to organize a union to improve their working conditions. 
Enriqueta Soto is one of the hundreds of thousands of formerly em- 
ployed American workers who were never consulted when the 
President compiled his Comprehensive Review of the North Amer- 
ican F ree T rade Agreement. 

The real problem is not trade with Mexico and Canada, but rath- 
er the specific set of rules included in NAFTA. Our current trade 
agreements protect investors, multinational corporations, patent 
and copyright holders, and speculators; workers are the only inter- 
ested party whose rights are not addressed by these agreements. 

Before we extend NAFTA, we need to fix it. Therefore, we urge 
you not to grant fast track negotiating authority again. 

Thank you very much. 

[The prepared statement follows:] 

statement of J ay Mazur, President, Union of Needletrades, Industrial and 

Textile Employees 

UNITE, the Union of Needletrades, Industrial and Textile Employees, represents 
300,000 workers in textile, apparel and other related industries in two of the 
NAFTA countries, the United States and Canada. I appreciate the opportunity pro- 
vided by the Subcommittee to share our views on the impact of the North American 
F ree T rade Agreement. 

It has been over three and a half years since NAFTA went into effect. The results 
are in. For workers in the United States, Mexico and Canada, NAFTA has been a 
failure. The U.S. and Canada have lost hundreds of thousands of jobs because of 
NAFTA. Mexico has been trapped in a severe economic crisis in which workers bear 
the largest burden. The U.S. -Mexico border was a health and environmental disas- 
ter when the NAFTA agreement was signed in 1994. Today, the border area is even 
worse, because of additional health and environmental problems caused by NAFTA. 

NAFTA's Impact on American Workers 

In 1993, the year before NAFTA took effect, the U.S. had a $1.7 billion trade sur- 
plus with Mexico. After NAFTA, however, our trade surplus with Mexico became a 
$16.2 billion trade deficit. During the same period our trade deficit with Canada 
also grew. Based on standard employment multipliers, the increase in the U.S. trade 
deficit with Mexico and Canada has cost he U.S. over 420,000 jobs since 1993. 

When workers lose their jobs because a plant relocates to Mexico, they usually 
experience a serious decline in their standard of living, even if they get new jobs. 
Workers rehired after losing their jobs in the early 1990's suffered an annual pay 
loss of over $4,400. 

What has happened to workers in general has happened even more to workers 
in the apparel and textile industries. Department of Labor figures show that the 
U.S. apparel industry lost more jobs in 1996 then any other private sector industry. 
Apparel employment is just about half of what it was at its peak in 1973. In the 
last two years alone 16 percent of apparel workers lost their jobs. 

Apparel factories are most frequently located in inner cities and rural areas of the 
United States. They are often in places where they provide the only jobs with decent 
wages and, in union shops, health benefits, paid vacations and holidays and pen- 
sions. When those apparel factories close, workers cannot maintain their living 
standards, if they can find new jobs at all. 
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As bad as NAFTA has been for jobs, it may have damaged wage levels even more. 
During the debate over NAFTA, a Wall Street J ournal poll found that a majority 
of executives from large companies already had plans to shift some production to 
Mexico and that a large number intended to use NAFTA "as a bargaining chip to 
k in more than half of union organizing drives, the threat of moving jobs to Mexico 
or closing plants was used to limit organizing success. 

NAFTA contributes to a corporate strategy— i nvestment overseas, production cut- 
backs at home and sharp demands for wage and benefit concessions from workers— 
that has had a devastating impact on American families. Flundreds of thousands of 
people have lost their jobs, many of them permanently. Communities have been 
drained of resources and income, and years of accumulated skills have been wasted. 

NAFTA's Impact on Mexican Workers 

After NAFTA went into effect, Mexico fell into serious social political and eco- 
nomic crisis. The Mexican peso lost 50% of its value: the government was nearly 
bankrupt. An armed uprising in the southern Mexican state of Chiapas highlighted 
the country's economic, geographic and racial divisions. Political assassinations and 
allegations of corruption continue to undermine faith in the political system at the 
highest levels of government. 

Defenders of NAFTA claim that the economic crisis in Mexico was not cause by 
NAFTA, but rather by Mexico's currency crisis. But, to ensure NAFTA's passage, 
the U.S. government supported a corrupt and financially incompetent political re- 
gime in Mexico. The Mexican government stalled on the necessary currency adjust- 
ments in order to attract U.S. investment and capital, and to ensure passage of 
NAFTA in Congress. 

The Mexican economic crisis is characterized by two broad trends. Many Mexican 
manufacturers have gone bankrupt, resulting in the loss of over one million jobs in 
Mexico. Meanwhile, there has been an increase in foreign-owned manufacturers that 
export, mostly to the United States. 

There has been a tremendous increase in the number of maquiladora plants— 
foreign-owned plants that receive special tax breaks and export almost all of their 
production to the U.S. There has also been an almost 50% increase in the 
maquiladora workforce since NAFTA took effect. According to the Mexican govern- 
ment, the maquiladoras employ more than 800,000 workers. Maquiladora plants are 
exempt from tariffs on imported raw materials and components as long as the final 
product is exported. 

Mexican workers have borne the brunt of the economic crisis in Mexico. Despite 
significant increases in productivity and quality, real manufacturing wages in Mex- 
ico are 25% lower then they were before NAFTA. 

Why NAFTA Isn't Working for Workers 

NAFTA's single biggest defect is its failure to address workers' rights— the right 
to strike, the right to organize and the right to freely associate. The failure to insist 
that Mexico enforce its labor laws means that Mexican wages have failed to rise. 

While businesses demanded— and got— provisions in NAFTA that require Mexico 
to protect the rights of investors, there is no similar provision for protecting the 
rights of Mexico's workers or, for that matter, Mexico's environment. If an investor's 
rights are violated in Mexico, someone can go to jail. If a worker's rights are vio- 
lated in Mexico, all we can do is complain— and nobody is required to listen. 

There is a labor side agreement— it isn't part of the actual trade treaty— that, in 
theory, addresses workers' concerns. In practice, the labor side agreement is nearly 
useless. 

Five cases have been brought under the labor side agreement for violations of 
Mexico's labor laws. For example, in General Electric in Ciudad J uarez and Floney- 
well in Chihuahua, workers were fired for trying to organize independent unions. 
Those unions remain unrecognized. Those workers have not been reinstated. In 
short, the labor side agreements have produced no noticeable change in the way 
labor law operates in practice in Mexico. 

As long as Mexican workers don't get a fair deal, and we can't help them try, 
wages in Mexico will not rise. Mexican workers will not be able to buy the clothing 
they make for U.S. manufacturers, let alone the clothing UNITE members make in 
the U.S. and Canada. 

I was in maquiladoras just south of the U.S. border in February of this year. The 
plants I saw were more modern than almost any factory I have seen in the United 
States. The homes for the workers were like nothing seen in this country since the 
end of the Great Depression. Tar paper shacks, partly made from left over packing 
boxes used to ship in equipment and parts. No plumbing, no electricity, no privacy. 
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The wages workers earn at these jobs make it almost impossible to raise a family. 
Women I met talked about having to work three hours to buy a gallon of milk for 
their children. They wanted a better life. 

Who Benefits from NAFTA 

The NAFTA legislation is almost exclusively concerned with protecting foreign in- 
vestors in Mexico. Mexico's attraction for corporations is not the small Mexican con- 
sumer market: Mexico's economy is less than 4% of the U.S. economy. The attrac- 
tion for U.S. corporations is the labor force of more than 30 million people willing 
to work for a tiny fraction of U.S. wages. Corporations seeking to maximize profits 
will tend to locate production where costs are lowest. 

Of course, there are other factors: workers' skills and reliabilitylity, among others. 
Even so, the vast differences between wages in the U.S. and Canada and wages in 
Mexico and the inconsistent enforcement of labor standards and workplace regula- 
tions in Mexico combine to provide a powerful incentive for multinational corpora- 
tions to move production to Mexico. 

The Case of Guess?, Inc. Shows What's Wrong with NAFTA 

In 1992, Guess?, Inc, the designer jeans company, was one of the largest apparel 
manufacturers in Southern California. Ninety-seven percent of its production was 
performed by some 5,000 workers in its own factories or in 60 to 70 contracting 
shops in Southern California. 

For a number of years, contractors working for Guess? were cited by the U.S. De- 
partment of Labor (DOE) for violations of federal minimum wage and overtime laws, 
as well as for child labor and industrial homework. In 1992, Guess? paid more than 
half a million dollars in back wages, and entered into an agreement with the DOE 
to monitor the contractors' practices in the future, to prevent further illegal treat- 
ment of workers. 

Despite the monitoring agreement, sweatshop conditions continued in many fac- 
tories doing work for Guess?. Workers later came to UNITE, interested in improving 
their wages and standards. 

In the summer of 1996, the California Division of Labor Standards Enforcement 
(DLSE) discovered Guess? clothing in illegal industrial homework operations. DLSE 
also found violations of minimum wage and overtime laws at three Guess? contrac- 
tors. 

In August of 1996, UNITE filed charges with the National Labor Relations Board 
(NLRB) for massive violations of labor law, including threats to shut plants and 
move production outside of the country and illegal discharge of twenty workers. 
When the NLRB found evidence supporting the union's charges. Guess? entered into 
a settlement agreement to reinstate the twenty fired workers with $80,000 in back 
pay and to cease all violations of labor law. 

The day after they signed that agreement, the Wall Street J ournal reported that 
Guess? was in the process of moving most of its sewing operation to Mexico and 
other Latin American countries, in part because of union organizing efforts, allega- 
tions of sweatshop working conditions, and government investigations. 

I n short, faced with obeying the laws of the United States, paying legal wages and 
permitting its workers to form a union. Guess? took the NAFTA way out and moved 
to Mexico. In other words, employers who stay in the U.S. and obey our laws are 
penalized. 


Conclusion 

The real problem is not trade with Mexico and Canada, but rather the specific 
set of rules included in NAFTA. Our current trade agreements protect investors, 
multinational corporations, patent and copyright holders and speculators. Workers 
are the only interested party whose rights are not addressed by these agreements. 

I have been in factories in all three NAFTA countries. I have seen the increase 
in violations of labor laws and labor standards in both Canada and the U.S. I have 
seen sweatshops within blocks of some of the most expensive real estate in New 
York City. I can tell you from my own observations that NAFTA has been a disaster 
for workers. That is not surprising. NAFTA was not drafted with workers' interests 
in mind. 

Before we extend NAFTA we need to fix it. Therefore we urge you to r^ect the 
Administration's request for new "fast track" trade negotiating authority. 
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Mr. Houghton [presiding]. Thank you very much, Ms. Hoffman. 

Mr. Brown. 

STATEMENT OF REGINALD L. BROWN, DIRECTOR, MARKETING 

AND MEMBERSHIP, FLORIDA FRUIT & VEGETABLE ASSOCIA- 
TION, ORLANDO, FLORIDA 

Mr. Brown. Mr. Chairman, Members of the Subcommittee, my 
name is Reggie Brown. I'm the director of marketing and member- 
ship for FFVA, the Florida Fruit & Vegetable Association. FFVA is 
an organization comprised of growers of vegetables, citrus, sugar- 
cane, tropical fruit, and other agricultural commodities in Florida. 
FFVA appeared before the Subcommittee on numerous occasions 
during the period leading up to congressional consideration of 
NAFTA. We welcome the opportunity to provide input on the Sub- 
committee's review of the impact of the North American F ree T rade 
Agreement on U.S. industries. 

Florida's unique geographical location in the United States af- 
fords growers an opportunity to provide American consumers with 
fruits and vegetables and seasonal crops during the months of the 
year when other domestic producers cannot grow and harvest these 
crops. Historically, competition for Florida's vegetables in the U.S. 
marketplace has not come from within the United States. Instead, 
it comes from the state of Santalua, Mexico, and other areas that 
have farmlands suitable for winter production in the Northern 
Hemisphere. 

From the onset, Florida's agricultural industry expressed grave 
concerns about the potential impact of NAFTA, particularly in the 
winter vegetable industry. However, Florida was not alone in ex- 
pressing concern over the agreement prior to its negotiation. Nu- 
merous fruit and vegetable producer organizations throughout the 
Nation also believed that they would be faced with increased com- 
petitive pressures from Mexico. 

Florida fears are based not solely on the impact of tariff reduc- 
tions in the competitive relationship between the two growing 
areas. Florida's growers were deeply concerned about the impact of 
increased investment in Mexico's agricultural sector that would 
occur as a result of the agreement. The overriding fear was that 
Mexico, with lower labor costs, less costly and restrictive labor and 
environmental r^ulations, would entirely overrun the United 
States market with winter vegetables and other commodities, re- 
sulting in severe injury to Florida growers. In the 3 years since 
NAFTA's implementation, many of these fears have been realized. 

Florida's vegetable industry has experienced a substantial in- 
crease in competitive prices from Mexican imports since] anuary 1, 
1994. Statistical data shows that Florida growers have lost signifi- 
cant ground in the domestic marketplace. Two major causal effects 
that have contributed to the downturn: First, the implementation 
of NAFTA; second, the devaluation of the Mexican peso and the se- 
vere economic downturn in that country. Less than 1 year following 
the implementation of the agreement, Mexico entered into the 
worst economic crisis in decades: The peso devalued significantly 
against the dollar and continued to devaluate in 1995 and 1996. 
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Had the industry known in advance that the Mexican currency 
would be so severely devalued in the 18 months following the im- 
plementation of the agreement, its already deep concerns over 
NAFTA would have been further exacerbated. Had Congress 
known, it's unlikely the agreement would have been approved. 

Other factors to the agreement have also contributed to Florida's 
industries' decline. I mmediately prior to and since the implementa- 
tion, there has been increased capital investment flowing into the 
Mexican industry from nontraditional sources. Increas^ invest- 
ment in the export-oriented agricultural sector was one of Mexico's 
main objectives in pursuing the agreement. The changes in Mexi- 
co's economies that have come subsequent to the investment have 
dramatically increased yields, which have increased Mexico's vol- 
ume and reduced their unit costs. Combining the cost advantage 
derived from the devaluation of the peso with the gains in produc- 
tivity, resulting in increased investment, significantly enhanced 
Mexico's position in the marketplace. 

The results have been dramatic increases in Mexican vegetables 
into the United States since 1994. The impact on Florida's tomato 
industry has been dramatic. Since the 1992 season, the Florida to- 
mato industry's shipments, crop value, and market share have de- 
clined. In 1992 Florida enjoyed a 54-percent market share; in the 
most recent full season in which statistics are available, market 
share has declined to 35.1 percent. Meanwhile, Mexico's share in 
the United States market has increased. It was 28 percent in 
1992-93 and has increased to 49.5 percent in 1995-96. 

There are basic flaws in the North American Free Trade Agree- 
ment that need to be addressed. There were assurances given to 
this industry, such as phased reductions of tariffs of 5, 10, and 15 
years; volume-based special safeguards that were written into the 
agreement, and emergency provisions based upon section 201 and 
202 of the T rade Act of 1974. All of these provisions that were writ- 
ten into the North American Free Trade Agreement have been 
found to be unaffected by our industry and our attempt to meet the 
challenges of the North American Free Trade Agreement. 

We have had very little success under the 201-202 section of the 
Trade Act simply because of the seasonality of the industry and 
that our industry basically represents a segment of the industry, 
but the U.S. trade loan does not recognize those segments ade- 
quately. 

The Clinton administration promised the treaty would, in fact, 
protect the industry. The industry's reality is the fact that we have 
been seriously injured. We have found no relief in the remedies 
that were promised to us under the treaty. We are extremely con- 
cerned we are going to make our industry one that will be non- 
existent because, as it goes broke, the infrastructure is destroyed, 
and Florida will no longer feed the eastern half of the country in 
the winter months. We'll be dependent upon a foreign food supply 
for the fresh fruits and vegetables that Florida is so famous for pro- 
ducing in the winter months. 

Thank you for your time. 

[The prepared statement follows:] 
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Statement of Reginald L. Brown, Director, Marketing and Membership, 
Florida Fruit & Vegetable Association, Orlando, Florida 

Mr. Chairman, members of the Committee, my name is Reggie Brown. I am Direc- 
tor of Marketing and Membership for the Fiorida Fruit & Vegetabie Association. 
FFVA is an organization comprised of growers of vegetabies, citrus, sugarcane, trop- 
icai fruit and other agricuiturai commodities in Fiorida. FFVA appeared before the 
Committee on numerous occasions during the period ieading up to Congressionai 
consideration of the NAFTA. We weicome the opportunity to provide input into the 
Committee's review of the impact of the North American Free Trade Agreement 
(NAFTA) on U.S. industries. 

Fiorida's unique geographicai ideation in the United States affords growers an op- 
portunity to provide American consumers with fruits, vegetabies and seasonai crops 
during the months of the year when other domestic producers cannot grow and har- 
vest these crops. Fiistoricaiiy, competition for Fiorida's vegetabie industry in the 
U.S. marketpiace has not come from within the United States. Instead, it comes 
from the State of Sinaloa, Mexico, and other areas that have farm land suitable for 
winter production in the northern hemisphere. 

From the outset, Florida's agricultural industry expressed grave concerns about 
the potential impact of NAFTA, particularly on the winter vegetable industry. Flow- 
ever, Florida was not alone in expressing concern about the agreement prior to its 
negotiation. Numerous fruit and vegetable producer organizations throughout the 
nation also believed they would be faced with increased competitive pressure from 
M exi CO. 

Florida fears were based not solely on the impact of tariff reductions in the com- 
petitive relationship between the two growing areas. Growers also were deeply con- 
cerned about the impact of increased investment in Mexico's agricultural sector that 
would occur as a result of the agreement. The overriding fear was that Mexico, with 
lower labor costs and less costly and restrictive labor and environmental regula- 
tions, would eveities, resulting in severe injury to Florida growers. In the three 
years since NAFTA's implementation, many of those fears have been realized. 

Florida's Vegetable Industry in the Post-NAFTA Period 

Florida's vegetable industry has experienced substantially increased competitive 
pressure from Mexican imports since January 1, 1994. Statistical data show that 
Florida growers have lost significant ground in the domestic marketplace. Two 
major causal events have contributed to this downturn: first, the implementation of 
NAFTA, and second, the devaluation of the Mexican peso and the resulting severe 
economic downturn in that country. 

Less than one year following the implementation of the agreement, Mexico en- 
tered into its worst economic crisis in decades. The peso devalued significantly 
against the dollar late in 1994, and continued to devalue throughout 1995 and 1996. 
FI ad the industry known in advance that Mexico's currency would be so severely de- 
valued in the 12 to 18 months following implementation of the agreement, its al- 
ready deep concerns over NAFTA would have been further exacerbated. Flad Con- 
gress known, it is unlikely the agreement would have been approved. 

Other factors related to the agreement have also contributed to the Florida indus- 
try's decline. Immediately prior to, and since, the implementation of the agreement, 
considerable investment capital has flowed into the Mexican industry from non- 
traditional sources. Increased investment in the export-oriented agricultural sectors 
was one of Mexico's main objectives in pursuing the agreement. The changes in 
Mexico's technology that have come subsequent to this investment have dramati- 
cally increased yields, which has both increased Mexico's volume and reduced their 
per unit costs. 

Combining the cost advantage derived from the devaluation of the peso with the 
gains in productivity resulting from increased investment significantly enhanced 
Mexico's position in the marketplace. The result has been dramatic increases of 
Mexican vegetables into the United States since 1994. 

The impact on the Florida tomato industry has been the most dramatic. Since the 
1992-93 season (the last complete season prior to NAFTA's implementation), Flor- 
ida's tomato acreage, shipments, crop value, and market share all have declined. In 
the 1992-93 season, Florida enjoyed a 56.4 market share. In the most recent full 
season for which statistics are available, market share had declined to 35.1 percent. 
Meanwhile, Mexico's share of the U.S. market has increased. It was 28 percent in 
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the 1992-93 season, and increased to a 49.5 percent share in 1995-96.1 Mexico's 
saies of tomatoes beiow fair market vaiue during that period had a serious impact 
on Fiorida's position in the marketpiace. The Mexican industry's predatory market- 
ing practices prompted the fiiing of an antidumping petition by the domestic tomato 
industry in March, 1996. The Department of Commerce's investigation found saies 
at beiow fair vaiue during the period of the investigation and estabiished prelimi- 
nary dumping margins at 17.56 percent. ^ A suspension agreement establishing a 
floor price for Mexican tomatoes was reached between the Department of Commerce 
and the Mexican industry in October, 1996, and is currently in place. 

Other Florida commodities have been affected, as well. Mexican shipments of bell 
peppers, cucumbers, squash, eggplant, beans and sweet corn increased substantially 
during the period, particularly in the 1995-96 season.^ 

Considerations During NAFTA's Negotiation 

During the NAFTA negotiating period, Florida argued for special consideration in 
the agreement due to its unique competitive position vis-a-vis Mexico. With the 
precedents set by previous trade agreements (U .S./I srael F ree T rade Agreement and 
U.S./Canada Free Trade Agreement), Florida requested that its highly sensitive 
winter vegetable and citrus industries be afforded maximum protection— ideally, ex- 
emption from the tariff reductions in the NAFTA. 

The industry also requested that, if tariffs were to be reduced in the agreement, 
a special safeguard mechanism based on price be included for sensitive products. 
The request for a price-driven safeguard was also made by virtually every fruit and 
vegetable producer organization in the country. A price-based tariff snapback mech- 
anism was contained in the U.S./Canada F ree Trade Agreement (CUSTA). It has 
been utilized sparingly by the United States since the implementation of the 
CUSTA, primarily due to logistical problems. The Canadians have used it on numer- 
ous occasions, however. The industry recommended that a similar, but enhanced, 
safeguard be developed for the NAFTA. 

FFVA and other fruit and vegetable organizations throughout the country also re- 
quested that a strong sanitary and phytosanitary agreement be negotiated as part 
of the agreement. The industry argued that scientifically unjustified plant quar- 
antine barriers should not be tolerated, and that an effective dispute settlement 
mechanism should be put in place to resolve disagreements in this area. 

NAFTA's Provisions and Commitments 

The NAFTA was approved by Congress with the expectation that sensitive indus- 
tries like Florida's fruit and vegetable sector would be afforded adequate safeguards. 
The agreement itself contained three main mitigating measures: 1) phased reduction 
of tariffs over a zero, five, 10 or 15 year period, 2) a volume-based special safeguard 
on a limited number of products, and 3) emergency action provisions based on Sec- 
tion 201/202 of the Trade Act of 1974. 

Despite their extreme sensitivity, as demonstrated by the post-NAFTA experience, 
most Florida fruit and vegetable products fell into the five or 10 year tariff phase- 
out categories. Of Florida's major fruit and vegetable commodities, only frozen con- 
centrated orange juice received the maximum 15 year phase out of tariffs. 

NAFTA's special safeguard is a volume-based tariff rate quota mechanism that re- 
stores the original most-favored-nation (MFN) tariff on a limited number of products 
if certain volume targets are reached. The mechanism has been totally ineffective 
as a safeguard, as we predicted before the agreement was finalized. Because the 
saf^uard mechanism is activated only after a generous quota level is reached, MFN 
tariffs are restored only after the increased volume on the market has already de- 
pressed prices and injured domestic growers. 

The agreement also contemplated that existing trade remedies, such as Section 
201/202 of the Trade Act of 1974, would provide temporary adjustment relief to in- 
dustries seriously injured by increased imports caused by the reduction and/or elimi- 
nation of trade barriers. The NAFTA implementing legislation reinforced this by re- 
quiring the ITC to monitor the impact of trade in the domestic tomato and bell pep- 
per industries for 15 years after enactment. Conceptually, this was supposed to ex- 


'‘■CompetitiveGrowing Season Shipmmts, Annual Change and U .5 . Market Share Florida De- 
partment of Agricultural and Consumer Services, Novemb^ 5, 1996. 

^Notice of Prdiminary Ddterminatim of Sales at Less Than Fair Value and Postponement of 
Final Determination: Fresh Tomatoes From Mexico, Federal Register, Department of Commerce, 
November 1, 1996. 

^CompetitiveGrowing Seasm Shipments, Annual Change and U ,S . Market Share Florida De- 
partment of Agriculture and Consumer Services, November 5, 1996. 
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pedite the filing of an import relief action should these industries find themselves 
in jeopardy. In application, however, Section 201/202 and the monitoring provision 
of the implementing legislation has not provided relief to the domestic industry. 
Florida's vegetable industry has made two extremely expensive attempts at seeking 
relief under these provisions to no avail. U.S. trade laws do not account for the 
unique seasonal and perishable nature of fresh fruit and vegetable production. As 
a result , it has been impossible for the ITC to find serious injury to seasonal agri- 
cultural industries. 

Outside of the agreement itself and the implementing legislation, several other 
commitments were made by the Clinton Administration to the Florida agricultural 
industry in order to secure support for NAFTA. The most well-known of these was 
a letter sent by the President to Rep. Tom Lewis on the day before the NAFTA vote 
in Congress. It read, in part: "I strongly believe that the volume- based snapback of 
the existing agreement, coupled with the automatic price monitoring and the expe- 
dited import relief procedure which will be the law after NAFTA is passed will pro- 
vide very effective price and volume discipline. I want you to know that I am per- 
sonally committed to ensuring that this system is enforceable and effective. It will 
work to ensure against unfair pricing by importers."^ 

Despite the President's belief and commitment that these provisions would be ef- 
fective, in practice they have been very ineffective for domestic growers. The inad- 
equacies of NAFTA's safeguard mechanisms, combined with the serious deficiencies 
in the application of U.S. trade laws, place Florida's import-sensitive fruit and vege- 
table growers in serious jeopardy as NAFTA's impact continues to unfold. 

The agreement's sanitary and phytosanitary (SPS) pact was designed to eliminate 
the unjustified use of plant quarantine and other similar barriers to trade. It estab- 
lished a framework of rules and disciplines to guide the development, adoption and 
enforcement of these measures. Despite the industry's optimism for these provisions, 
the SPS package for the most part has not lived up to expectations. Although recent 
headway has been made in this area— particularly access to Mexico for Florida cit- 
rus-progress has been painstakingly slow since enactment. Mexico has successfully 
stalled access for many U.S. fruits and vegetables by simply refusing to adopt sci- 
entific standards or work plans necessary for access. SPS restrictions are now the 
barrier of choice by governments like Mexico that would like to keep U.S. products 
out of their country. 


Conclusion 

With the exception of the predictions coming from the industry itself, virtually all 
of the pre-NAFTA impact predictions on Florida agriculture grossly underestimated 
the damage suffered by the industry in a very short time. The U.S. International 
Trade Commission, in its 1992-1993 investigation into the potential impact of the 
NAFTA, reported: "A number of Mexican internal factors, such as inadequate trans- 
portation infrastructure, long delays at border crossings, and a shortage of truck ca- 
pacity likely will continue to restrain Mexican vegetable shipments to U.S. markets 
for the foreseeable future."^ 

Arguably, the only thing that restrained Mexican shipments prior to the enact- 
ment of the agreement was a desire on the industry's part not to "upset the apple 
cart" in advance of the negotiation and Congressional consideration of the agree- 
ment. Certainly, there has been little restraint shown since. 


Mr. Houghton. Thank you very much, Mr. Brown. 

Mr. Hawkins. 

STATEMENT OF WAYNE HAWKINS, EXECUTIVE VICE PRESI- 
DENT, FLORIDA TOMATO EXCHANGE, ORLANDO, FLORIDA 

Mr. Hawkins. Thank you, Mr. Chairman. Looks like you've fi- 
nally gotten to the bottom of the barrel. [Laughter.] 

My name is 

Mr. Houghton. Do you mean with me or you? [Laughter.] 


‘^Correspondence from President Bill Clinton to Representative Tom Lewis, November 16, 1993. 
^Potential Impact on the U.S. Economy and Selected Industries of the North American Free 
Trade Agreement, International Trade Commission, j anuary, 1993. 
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Mr. Hawkins. Me. I'm used to this. I testified about NAFTA be- 
fore the ITC just recently, and I was the last witness there, too. 

My name is Wayne Hawkins. I am executive vice president of the 
Florida Tomato Exchange, a nonprofit, cooperative agricultural as- 
sociation whose membership produces about 90 percent of the vol- 
ume of fresh tomatoes from Florida each year. I submitted copies 
of my statement, as required, and respectfully request that it be 
made a part of this record. 

I have been involved in the so-called Florida-Mexico tomato war 
for about 30 years. I have watched numerous laws passed by the 
U.S. Government that regulated Florida tomatogrowers but ex- 
empted Mexican imports. Even worse are the laws on the books de- 
signed to regulate the product of both countries, but Mexican im- 
ports are exempted at the whims of the bureaucrats who totally ig- 
nore the i ntent of the I aw. 

The last straw, and the one that really broke the back of the 
Florida tomato industry, was the passage of NAFTA. I testified be- 
fore numerous Committees in Washington, DC, and told them what 
would happen to Florida's perishable agricultural industry if this 
legislation passed. I was wrong; it's 10 times worse than I pre- 
dicted, and happened much faster than I anticipated. 

The Florida tomato industry was promised by the President of 
the United States that they would be protected, but, unfortunately, 
the promises made were not kept, and the industry has suffers 
hundreds of millions of dollars of losses as a result. Thousands of 
workers have been displaced. The farmgate value for tomatoes 
dropped from $643 million in 1991-92 to $370 million in 1995-96. 
This is a reduction of nearly 43 percent in only 5 years. During the 
same period, imports of Mexican tomatoes to the United States 
during Florida's season, November through mid-J une, have in- 
crease 284 percent, with many of them sold all over the United 
States at prices that did not return their own cost of production. 

Prior to any negotiations on NAFTA, the U.S. International 
Trade Commission found that the winter vegetable industry was in 
direct competition with Mexico, and that it would be negatively im- 
pacted should NAFTA be adopted. In response, our trade nego- 
tiators adopted several safeguard provisions to assist our industry. 
They failed miserably. 

Efforts to obtain relief from unfair Mexican competition were 
filed by the Florida tomato industry under sections 201 and 202 of 
the trade laws of 1974 and under provisions of the antidumping 
laws of the United States. Evidence presented to the ITC in the 
section 201 and 202 cases in 1995 and 1996 documented 24 pack- 
ing houses and more than 100 tomatogrowers that had gone out of 
business. 

The ITC accepted these facts, but four of the five voting Commis- 
sioners still voted that the evidence did not support the premise 
that Mexican imports were a substantial cause of injury, or threat 
thereof, to the domestic industries producing tomatoes in the 
United States. I would like to know what the term "substantial 
cause" and "threat thereof" mean. I requested a definition from the 
ITC, but never received a response. 

The one Commissioner who voted in Florida's favor stated, "In 
my view, by making a negative determination in these investiga- 
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tions, the commission majority has set a standard for obtaining re- 
lief under section 201 that is virtually impossible to satisfy." 

The U.S. Commerce Department issued a preliminary finding 
under the antidumping case that indicated Mexico had dumped to- 
matoes into the United States at less than fair value. Following a 
recommendation by the Commerce Department, the Florida tomato 
industry agreed to accept the terms established under a suspension 
agreement between Mexican tomatogrowers and the Commerce De- 
partment that established a floor price on tomatoes imported from 
Mexico. This appeared to be a solution to the problem and worked 
quite well in the beginning. Changes in the terms of enforcement 
of the suspension agreement by the Commerce Department months 
after it was approved have and will undoubtedly continue to weak- 
en the final results. This again points out that the safeguard provi- 
sions under NAFTA and our other trade laws do not work for per- 
ishable agricultural commodities. 

We lost before the ITC because they refused to accept the fact 
that Florida tomato production was a seasonal industry. We tried 
to change the law so Florida would be recognized as a seasonal in- 
dustry. That change came to this Committee. In April 1996, I, 
along with many others, testified before you. To my knowledge, you 
never voted on it. It died— just like many other requests from this 
Committee over the past 30 years. 

Do you know what's absurd? The Commerce Department right 
now is trying to change the suspension agreement with Mexico to 

E rovide the Mexicans relief because of seasonality. The law hasn't 
een changed, but Commerce will prevail, I'm sure, because Mexico 
is asking for relief, and not a group of United States farmers. 

In 1974 when I became manager of the Florida Tomato Commit- 
tee, there were 475 tomatogrowers on my mailing list. In 1991 
there were 230, and today there are less than 75. Drops in num- 
bers of producers for each of the other winter vegetables are simi- 
lar. This clearly shows what NAFTA has done for Florida agri- 
culture. It looks like it will be the kiss of death for Florida vegeta- 
ble production. 

According to Department of Commerce figures, the U.S. trade 
deficit has worsen^ in each year of NAFTA. The trade deficit has 
gone from an estimated $84.5 billion in 1992 to $166 billion in 
1996. Exports to Mexico from the United States have risen from 
$41 billion in 1993 to $56 billion in 1996. Flowever, imports from 
Mexico have risen from $40 billion in 1994 to $72 billion in 1996. 
This has created an enormous trade deficit with Mexico which was 
not present prior to NAFTA. 

For the 3 years before the agreement went into effect, the United 
States trade balance with Mexico was a surplus of between $1 and 
$5 billion. Since NAFTA has been in effect, the balance has de- 
graded from a surplus of $1.3 billion in 1994 to deficits in 1995 and 
1996 of $15.3 and $16.2 billion, respectively. The United States 
trade deficit with Canada in 1996 was $22.8 billion. 

An important lesson can be learned from studying the results of 
only 3 years of NAFTA: It may work for some industries, but over- 
all it has been a disaster for U.S. trade. If continued and expanded 
as it's presently planned, it could be the start of hard times for 
many U.S. citizens. Good-paying jobs will be replaced by minimum 
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wage jobs, and the standard of living in the good old U.S.A. will 
be lowered. 

Before considering fast track approval of more NAFTA trade 
agreements, let's fix the one we now have or get rid of it. Why 1^- 
islate the end of important industries like the Florida tomato in- 
dustry and displace thousands of workers? Maybe if more legisla- 
tors had to meet payrolls each week, it would place a different per- 
spective on this situation. 

Thank you, Mr. Chairman, for allowing me to testify. 

[The prepared statement follows:] 

statement of Wayne Hawkins, Executive Vice President, Florida Tomato 
Exchange, Orlando, Florida 

Introduction 

The Florida Tomato Exchange is a non-profit cooperative, agricultural trade asso- 
ciation whose members ship about 90% of the volume of fresh market tomatoes from 
Florida each year. In 1974, there were approximately 475 tomato growers. In 1990- 
91, there were about 230; today there are fewer than 75. 

Summary of Position 

Since the beginning of NAFTA, less than 4 years ago, the Florida Tomato Indus- 
try has lost in excess of $750 Million. These losses and the loss of thousands of jobs 
are a direct result of the NAFTA trade liberalization, the demonstrated inadequa- 
cies of the specific safeguard provisions for tomatoes in NAFTA, and the proven un- 
fair trade practices of the Mexican tomato producers and exporters. 

The Florida tomato Industry invoked each safeguard provision in NAFTA and its 
implementing legislation: none worked. 

Notwithstanding this, two Federal agencies separately found that Florida's tomato 
growers and their workers suffered harm as a result of NAFTA and the unfair trade 
practices of the Mexican tomato producer/exporters. There is no credible evidence 
that any other event or trend independent of NAFTA was a factor, much less a 
major factor in the injury to this Industry. While the unilateral, arbitrary peso de- 
valuation by the Mexican government in December 1994, less than a year into 
NAFTA, exacerbated the harm to the Florida Tomato Industry, the principal cause 
of the substantial injury to this Industry was NAFTA and its ineffective safeguard 
provisions. 


Discussion 

Almost 4 years ago to the day (September 23, 1993), I submitted a statement to 
this Committee predicting, if NAFTA was approved with the safeguard provisions 
that it contained for tomatoes, that "tomato growers, their families, their workers, 
their community and those whose livelihoods depend on them will be seriously 
harmed." Most sadly, I was right. Our industry has been greatly injured by NAFTA, 
and the provisions of NAFTA ratified by this Committee have, by not working, di- 
rectly contributed to this harm. We ask that you fix these provisions (identified and 
discussed below). You will not diminish in any way your support for free trade. In 
doing so, you simply will be living up to your responsibilities as members of Con- 
gress and your implicit agreement with these growers. 

The injury to the Florida tomato industry cannot be disputed: the farm-gate value 
for tomatoes from 1991-92 to 1995-96 was $643, $569, $428, $388 and $370 million. 
This is a reduction of nearly 43% in only 5 years. During the same period, imports 
of tomatoes from Mexico, which compete directly with Florida's season, have in- 
creased 284% with many sales below the cost of production and many sales without 
buyers at the time of import (consignments). Since NAFTA began in J anuary 1994, 
our industry has lost more than $750 million. Since NAFTA began, this industry 
has filed several 201 and 202 cases under the Trade Laws of 1974, one dumping 
case, met with USTR, and ITC officials to discuss implementation of the Monitoring 
of Imports and the Tariff Rate Quota (TRQ) safeguard provisions. The Monitoring 
provisions have ceased to be implemented primarily because there was no monitor- 
ing of imports taking place. The TRQ provision (in addition to be adopted over the 
industry's objections and using data we still believe to be clearly erroneous) was also 
of little or no assistance since its implementation was at least several weeks (10 
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business days) after a shipment enter the United States and, therefore, had no im- 
pact on the domestic market price. 

Workers for Regency Packing Co. in Napies, Fiorida sought Trade Adjustment As- 
sistance (TAA) from the United States Department of Labor as a resuit of NAFTA 
and increased imports from Mexico. The Labor Department agreed with their daim 
under NAFTA and certified aimost 1,000 workers. Unfortunately, such retraining 
was not useful and, therefore, workers who lost their jobs after this did not seek 
help from the Labor Department under its TAA program. 

With regard to the 201 and 202 cases from which "special" provisional relief was 
promised, and provided specifically, to the Florida tomato and pepper industries, as 
noted above, the industry was unsuccessful in most part because the ITC did not 
recognize the winter tomato industry as a separate, distinct industry. It is a fact 
that Congress provided this relief to the Florida winter tomato industry— the only 
industry in the country threatened with harm from increased tomato imports from 
Mexico. Because the ITC did not recognize this industry, in April 1996 this Ex- 
change returned to Congress and this very Committee to rectify the mistake that 
was made. The Executive Branch supported this change, the USTR General Counsel 
testified before this Committee, the Senate unanimously agreed to fix this issue. 
This Committee never even voted on our requests. In my opinion, this Committee 
is honor-bound to fulfill its promise to this industry by supporting the safeguards 
promised and intended in NAFTA. 

President's Report 

The President notes in his Report on the Economic Effects of the NAFTA (j uly 
1997) that the impact of NAFTA has been "positive," but he does not explain the 
huge trade deficit since NAFTA began or its impact on trade, labor, etc. Flowever, 
the President acknowledges that NAFTA’s short-run effects are "transitory" and it 
is difficult or "challenging" to analyze the impact of NAFTA and there is "only three 
years of data to analyze." Further, the President notes that NAFTA’s most impor- 
tant effects are not easily quantified or observed, and the full effects of the Agree- 
ment will take many more years to make themselves known (p. 13). Flowever, three 
and a half years of experience under NAFTA is time enough to make some assess- 
ments. In fact, the Administrator of the Foreign Agricultural Service, USDA, August 
Schumacher, in a statement before the FI ouse Agriculture Committee Subcommittee 
on General Farm Commodities, on April 17, 1997 noted "[i]t is time enough to judge 
whether promises made [under NAFTA] are promises being kept." I agree. The 
short, but strongly justified answer, is that the promises made to the tomato and 
winter vegetable growers by the Executive and Legislative Branches in NAFTA 
have not been kept. 

With regard to sector findings, the President notes that imports from Mexico grew 
from $2.7 billion to $3.8 billion in 1996, a gain of 41%, and, the largest increase 
was in fresh and processed tomatoes, other vegetables, and peanuts. In a footnote 
(66), the President states that "[tjomato trade was not significantly affected by 
NAFTA" and that "[tjariff reductions on U.S. imports of winter tomatoes from Mex- 
ico have been very small to date" . . . and "[tjhe peso crisis, technological shifts in 
tomato production, and unusual weather in Florida were the major factors affecting 
U.S. tomato imports." 

We respectfully disagree with the President. Thousands of jobs lost and revenues 
lost in excess of $750 million is significant, and NAFTA caused these losses. 

The unsupported conclusions in the President’s Report apparently were taken 
from the J une 1997 ITC Report (Inv. No. 332-381, Pub. No. 3045), The Import of 
the North American F ree Trade Agreement on the U.S. Economy and Industries: A 
Three Year Review. It is important to note several things about this Report. First, 
the ITC began its investigation in late April 1997, with hearings on May 15 and 
16 and the final report transmitted to the U.S. Trade Representative in J une 1997 
so that it could be used in the President’s Report. To characterize this investigation 
as an in-depth, comprehensive study that should be relied upon clearly ignores the 
abbreviated time frame for this "comprehensive" study and, more importantly, ITC 
itself cautions that "[njothing in this report should be construed to indicate how the 
Commission would find in an investigation . . . covering the same or similar matter." 

I testified before this ITC Flearing and specifically asked the Commissioners if the 
Florida Tomato Industry was the "sacrificial lamb" for NAFTA. I was astounded 
when the answer was— "apparently yes!" 

In summary, the President is saying that despite difficulties in determining the 
short-term impact of NAFTA, the impact has been positive for the U.S. and for agri- 
culture, that NAFTA is working, and that the substantial (and unprecedented) in- 
creases in exports of tomatoes from Mexico to the U.S. were not caused by NAFTA, 
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but were due to other factors such as the peso devaluating, bad weather in Florida, 
and (unexplained) technological shifts in tomato production. 

If any part of these claims was substantiated, the President's own Department of 
Labor would have concluded that the almost 1,000 workers at Regency Packing in 
Naples, Florida did not lose their jobs because of NAFTA. But, the Labor Depart- 
ment followed the law and found that NAFTA caused the loss of these jobs. Words 
to the contrary do not change this material fact. Of course, since then, thousands 
of additional tomato workers and farmers have lost their jobs and gone out of busi- 
ness. Don’t take our word, check with the Commissioner of Agriculture, State of 
Florida. Even the ITC in one of its famous Section 202 decisions against Florida to- 
mato growers stated that evidence showed that more than 100 tomato farmers in 
Florida and twenty-four packing houses had gone out of business since NAFTA was 
implemented. 

More importantly, the President's own Department of Commerce last fall found 
that Mexican producers were dumping tomatoes into the United States market. 
Dumping margins ranged from 4.16% to 188.45%. Again, this material fact clearly 
disproves the unsubstantiated claims that tomato trade was not significantly af- 
fected by NAFTA. The "other" causes of increased imports from Mexico were at best 
minor or secondary factors compared to proven dumping. The other causes affecting 
United States imports of tomatoes such as unusual weather are true red herrings. 
For example, assuming Florida had unusual weather which devastated the tomato 
crops making it a major factor increasing imports is simply not true. First, since 
NAFTA began, Florida has not experienced any unusual weather in its tomato pro- 
duction. Second, Florida has many production areas which are capable of expanding 
their production areas relatively quickly, and since the beginning of NAFTA, there 
was not one freeze that destroyed or substantially reduced the tomato crop in Flor- 
ida. Moreover, even with freezes, because of the nature of the crop, growers can re- 
plant and produce a crop in a very short time. Lastly, consumption records will 
show that demand for tomatoes did not increase to warrant the acknowledged sub- 
stantial increases in imports. It is these material facts and the findings of two Fed- 
eral agencies that must be controlling, not suggestions of "technological shifts in to- 
mato production," whatever that means. 

Test 

Agriculture Secretary Glickman, obviously a strong supporter of NAFTA, in re- 
marks made on May 5, 1997, to an Agriculture Working Group of the United States- 
Mexican Binational Commission in Mexico City got it right when he said our obliga- 
tion is to make sure our markets are open which requires our government to "un- 
dertake trade policy actions to break down the import barriers and insure a fair and 
level playing field for our agricultural sectors." 

The Florida Tomato Exchange supports free trade and seeks only fulfillment of 
Secretary Glickman's assurances of a fair and level playing field for tomato growers. 
We ask only that the promises made to us in 1993 by Congress and the Executive 
Branch as memorialized in NAFTA, in its implementing legislation, and in a letter 
from President Clinton to Congressman Tom Lewis (described below) be honored. 
In this letter dated November 16, 1993, the President said, "I strongly believe that 
the volume-based snapback of the existing agreement, coupled with the automatic 
price monitoring and the expedited import relief procedure ... will provide very ef- 
fective price and volume discipline." The President continued saying, "I am person- 
ally committed to ensuring that this system is enforceable and effective. It will work 
to ensure against unfair pricing by importers." And, the President said, "I am com- 
mitted to take the necessary steps to ensure that the USTR and the ITC take 
prompt and effective action to protect the U.S. vegetable industry against price 
based surges from Mexico." Unfortunately, these promises and commitments have 
not been kept. We do not have a fair and level playing field for tomatoes. Instead 
of supporting CBI parity, we believe this Committee should first assure parity for 
our growers with the Mexican growers. 

Pre-NAFTA 

Prior to NAFTA, many reports acknowledged that U.S. producers of tomatoes 
would "face additional competition" as a result of NAFTA. (CBO study: J uly 1993, 
A Budgetary and Economic Analysis of the North American F ree Trade Agreement 
(p. xvi). This same report notes that because of this increased competition, NAFTA 
would include special safeguard provisions for sensitive crops like tomatoes {Id. at 
70). Other studies noted that the government (ITC) reported that U.S. producers of 
horticultural products "are expected to experience losses in production, particularly 
growers in Florida . . . who compete directly with products during the same growing 
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season in Mexico." United States-Mexico Free Trade and Fiorida Agricuiture, 
Messina and Ciouser, Editors, Staff Paper, Food Resource and Economic Depart- 
ment, Institute of Food and Agricuiturai Sciences, University of Fiorida, undated, 
p. 3. 

The Congressionai Research Service in its Report to Congress dated September 
21, 1992, noted Mexico's exports to the United States of fruits and vegetabies wouid 
expand under NAFTA and that U.S. producers of tomatoes wiii face greater com- 
petition. And, the February 1991 ITC study on the potentiai impact of NAFTA noted 
that the iowering of barriers wiii iikely resuit in a significant increase in U.S. im- 
ports of horticuiturai products inciuding specificaiiy winter tomatoes. Lastiy, a 1993 
Loyola Law Review* articie. The North American F ree Trade Agreement (NAFTA) 
and the Agricuiturai Sector, noted at page 83 that approximateiy 1/2 of the winter 
vegetabie imports are comprised of fresh or chiiied tomatoes which are direct com- 
petitors to U.S. grown vegetabies, "particuiariy those grown in Fiorida." And, this 
report conciudes that the U.S. grown winter v^etabies wiii be the most affected by 
NAFTA. 

So, prior to NAFTA, the consensus was that winter vegetabies, particuiariy toma- 
toes grown in Fiorida were most iikely to be affected by the increased imports re- 
suiting from NAFTA. The industry predicted it, independent studies predicted it, 
the Congressionai Budget Office and the Congressionai Research Office predicted it, 
and the ITC agreed with this conciusion. 

As a direct resuit of the pre-NAFTA assessment of increased tomato imports and 
harm to the winter tomato industry, NAFTA's negotiators in the Executive Branch 
and in Congress deiiberateiy provided speciai safeguard provisions for winter vege- 
tabies, inciuding tomatoes specificaiiy. The safeguard provisions in NAFTA provided 
for: the elimination of U.S. duties on fresh tomatoes over a 10-year transition pe- 
riod, and a tariff rate quota (TRQ) with the quota amount increasing 3% each year. 
Ambassador Fliiis noted that these speciai safeguard measures for growers of toma- 
toes and other winter vegetabies wiii "minimize adjustment pressures on growers 
of these crops" (Letter to Flon. Tom Lewis from Cari Fliiis, U.S. Trade Representa- 
tive, Oct. 5, 1992). Subsequentiy, Congress approved the NAFTA impiementation 
iegisiation containing additionai specific changes to heip the winter tomato industry. 
Congress made changes to Section 201 of theTrade Act of 1974 to aiiow a domestic 
producers of tomatoes and peppers to seek "provisionai" reiief in a "giobai" 202 case 
so that the domestic industry couid receive prompt relief from the ITC. Also, Con- 
gress included Section 316 (19 U.S.C. 3381) in the NAFTA implementing legislation 
concerning the monitoring of imports of tomatoes and peppers so that the ITC could 
collect data sooner to respond more quickly in the new provisional relief action de- 
scri bed above. 

None of these safeguard provisions work as intended. Modifications to Section 201 
and the new Section 316 have been tried by the Florida tomato industry and they 
simply do not work, principally because the ITC does not recognize the existence of 
a winter vegetable industry. We came back to this Committee to clarify the statu- 
tory language as intended by the authors of the legislation and with the support 
of the negotiators, but met with no success. This Committee never even voted on 
our requests. Section 316 has been ineffectual since January 1, 1994 and the ITC 
has abandoned it use. 

The TRQ data have been collected by the Customs Service but not in a timely 
fashion and not in a way that has had any impact on lessening the impact of in- 
creased imports of tomatoes. This safeguard may be satisfactory for less perishable 
agricultural commodities: it is totally unsatisfactory for fresh tomatoes. And, the 10- 
year phase-out of the already low tariff was effectively eliminated altogether when 
the Government of Mexico in December 1994 devalued the peso by 40%. 

So, the increases in imports of tomatoes were predicted in anticipation of NAFTA, 
and the harm to the winter vegetable industry, including tomatoes, was predicted 
in anticipation of NAFTA, and based on those predictions, U.S. negotiators, and 
later Congress negotiated, drafted, and approved safeguards to prevent the harm 
that had been predicted as a result of the later Congress negotiated, drafted, and 
approved safeguards to prevent the harm that had been predicted as a result of the 
implementation of NAFTA. And, the facts clearly show that the predicted increases 
happened— in fact, the increases have been much greater than anyone predicted. 
And, the facts show the predicted injuries to the winter vegetable industry and to 
tomato farmers in particular happened. And, now the President reports that the 
predictions of increases and of harm should be disregarded because it wasn't 
NAFTA that caused harm to Florida's tomatoes growers, it was unusually bad 
weather in Florida; it was technological shifts, or the peso devaluation: and, Con- 


*K. Foster, D. Alexander, Loyola Law Review, Vol. 40, 1994. 
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gress is reluctant to change the provisions in NAFTA or in its implementing legisla- 
tion even though the U.S. Trade Representative, whose office negotiated the Agree- 
ment says these changes should be made; and, the decisions of the U.S. Department 
of Labor and the U.S. Department of Commerce concluding increased tomato im- 
ports from Mexico under NAFTA caused harm to the growers and workers in this 
industry are not even mentioned in the President's report and clearly accorded zero 
weight. This is wrong, very, very wrong. 

Florida's farmers know when unusually bad weather occurs; after all, these farm- 
ers lived through Flurricane Andrew in the summer of 1992. These farmers can and 
have replanted when bad weather destroyed their tomato crops, and they do so in 
a very short time. To say that bad weather was a major factor affecting imports is 
simply a lie. To say that technological shifts in production was a major factor affect- 
ing imports is first of all unclear and unintelligible. But, any technological shift in 
the industry in the U.S. would have been known to the industry, and there has been 
none since 1994. Lastly, the peso devaluation was a factor affecting imports but it 
was not a major factor. The major factor affecting imports was NAFTA and the fail- 
ure of NAFTA safeguard provisions when the industry tried to use them. 

We believe this Committee must look at all the material facts and, where nec- 
essary, make changes needed to address the problems identified. Specifically, this 
Committee must look at the provisionses and fix those provisions that haven't 
worked as promised. And, certainly this Committee needs to review how NAFTA is 
working or not working as the case may be. 

Based on a USDA Inspector General's report in March 1997, it appears there are 
substantial and serious problems with the implementation of NAFTA's provisions. 
More specifically, the report notes that departmental oversight is now needed to en- 
sure completion of NAFTA's commitments and the effective use of the NAFTA Com- 
mittees on Sanitary and Phytosanitary Measures and the Committee on Agriculture 
Trade. There appears to have been little action to date to implement NAFTA. If it's 
not being implemented, then it effectively is not working. If a Dispute Resolution 
Committee had been in operation in 1994, maybe it could have helped resolve the 
tomato problem with Mexico. 

Specific to fruits and vegetables, the Report notes significant deficiencies with 
USDA's compliance with inspections, and notes that some required inspections have 
not happened, and that penalties are not being assessed when violations occur. 

Another report is relevant to this Committee's consideration of the effects of 
NAFTA. Due to the substantial increase in imports of fruits and vegetables pri- 
marily from Mexico, the General Accounting Office has estimated that foreign pests 
are entering the U.S. at a level that is costing $41 billion annually in lost produc- 
tion and expenses for prevention and control (Agricultural Inspection, Improvements 
Needed to Minimize Threat of Foreign Pests and Diseases, GAO Report, GAO/ 
RCED-97-102, May 1997). Despite changes, inspectors are struggling to keep pace 
with increased workloads. At some ports of entry, including 6 in the south, no in- 
spections are conducted. Where inspections are performed, often they are done im- 
properly. Some ports are covered by inspectors only part of the time the port is 
open, and in other ports where traffic is the heaviest, the staff is inspecting less 
than 0.1% of the traffic. This is not right; this is not a fair or level, playing field. 
Today, Florida's tomato growers are caught up in a Medfly infestation in central 
Florida and the identification of a new deadly yellow leaf curl virus due to pests 
entering the U.S. on imports. Are the U.S. producers the only ones required to abide 
by the U.S. laws? To argue that imports are meeting the same standards as U.S. 
grown produce is simply not the case as these reports have found. Moreover, in the 
President's own Report, he cites as an accomplishment that the deadly pesticides, 
DDT and chlordane will be phased out in Mexico by 2005. These pesticides have 
been banned in the United States for sometime. 

The foregoing is proof that, because of NAFTA and its poor implementation, im- 
ports are being treated differently (more favorably from a competitive standpoint) 
than U.S. commodities. In addition, we have proof that tomato and pepper growers 
in Mexico this year are not abiding by NAFTA's rules or their own government's 
laws in their production practices. One of our members commissioned a video of 
farming practices in Mexico in J anuary and February of this year on tomato and 
pepper farms. The video documents numerous violations of laws and regulations and 
is proof that NAFTA's side agreements on labor and the environment are not being 
enforced at all. This video was shown to the ITC on May 16 at its hearing on 
NAFTA. The President's report notes that many labor and environmental activities 
have been initiated or will be taken. Proposals being made, meetings attended, com- 
missions being started are bureaucratic attempts to meet governmental obligations 
under NAFTA. But such initiatives are an impersonal admission that no (or very 
few) concrete actions have been take to actually enforce NAFTA. The above- 
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mentioned video documents gross vioiations of NAFTA which creates a situation, 
when combined with NAFTA safeguard provisions not working, inspections not 
being made, and other NAFTA provisions not being impiemented, where NAFTA 
itseif is the probiem and is causing and wiii cause additionai harm to U.S. farmers 
and others who must compete with such unfair and apparentiy sanctioned iiiegai 
activities. 


Conclusion 

We have shown that the predictions that NAFTA wouid increase imports of toma- 
toes to the U.S. and that the winter vegetabie industry wouid be seriousiy harmed. 
We have shown that imports of tomatoes did increase substantiaiiy and that the to- 
mato industry in fact has been harmed. We have shown that NAFTA’s safeguard 
provisions and those in its impiementing iegisiation did not work as intended. We 
have estabiished that the cause of the harm was NAFTA and not bad weather. Most 
importantiy, we have not one but two government agencies to support our conciu- 
sions. 

Therefore, we think this Committee shouid find that the tomato growers have 
been seriousiy injured by increased imports from Mexico caused by NAFTA, that the 
NAFTA safeguard provisions haven't worked, and that the impiementation of 
NAFTA and USDA inspections have been unfair to Fiorida tomato growers and to 
other domestic industries resuiting in an unieveled piaying fieid and that corrective 
action must betaken. 

Quite iiteraiiy, the fate of our industry is in this Committee's and in this Con- 
gress' hands. 


Mr. Houghton. Well, thank you, Mr. Hawkins. I think you do 
very well at the end of the line. 

I have a question or two, but I'd like to ask Ms. Thurman if she 
would like to inquire. 

Ms. Thurman. Mr. Chairman, I appreciate that. 

Let me, first of all, thank the entire panel, but let me also thank 
the two that have come here from Florida, Mr. Brown and Mr. 
Hawkins, who I have had the opportunity to work with. 

Mr. Hawkins, in your communities— we also look at rural devel- 
opment, loss of jobs— what impact, besides your talking about 
jobs— what's happened to these communities? 

Mr. Hawkins. Well, the agribusiness effect in Florida is about a 
5-to-l ratio. I told you we have lost $750 million in the farmgate 
price of tomatoes alone. If you multiple that by five, you can see 
quickly what it's doing to the communities. It's also affecting all 
the supplier industries, and anyone related with the agricultural 
deal are definitely being affected. 

Ms. Thurman. Let me ask another question. The seasonality that 
I 've raised a couple of times today, if that were to become law, how 
do you see that helping? 

Mr. Hawkins. Well, if we could have— we were placed in a posi- 
tion because we were not identified as a seasonal industry; we were 
placed in a position of claiming injury to the Florida tomato indus- 
try for 12 months. Five of those months we had no production 
whatsoever, and the only figures we had to work with were our 
own figures. You can see the situation it put us in. Mexico is now 
importing tomatoes 52 weeks out of the year to the United States. 
For many years, all they imported to the United States was in the 
spring season. Now its 52 weeks a year, but it is still heaviest in 
the spring, and we were trying to compare their figures with ours 
over just about a 6 y 2 -month period, and there's just no way you 
can come out with figures that are right that way. 
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Ms. Thurman. Mr. Brown, since we do vegetables and have some 
of the same seasonality issues, do you see that as a major issue, 
an impediment into our trade issue? 

Mr. Brown. It's a major issue, and if you're not able to segment 
the industry, which is in fact truly seasonal because of market win- 
dows and market opportunities and climatic variation in the coun- 
try, if you are not able to break the industry into its actual parts 
in order to truly analyze the injury that's occurring to those parts, 
if you lump the entire industry into one 12-month business, many 
parts of the country do not compete directly with Mexico, and in 
fact may not be injured. But our particular industry in the State 
competes head-on and is being very seriously injured, to the point 
of hopefully not death, but it certainly is causing wreck and de- 
struction not only in the industry, but in the rural communities. 

I had the opportunity of serving as the county agricultural exten- 
sion director in southwest Florida in the county of Collier for 8 
years prior to coming to work for the association. In that period of 
time, the community of Immokalee was a bustling farm commu- 
nity. It had numerous packing houses. We had up to 15 packing 
houses operate in that community, employing thousands of people 
in this industry. Today there are virtually— there's about four of 
those houses still operating in that area of the State, and the econ- 
omy of the community of Immokalee is in ruin, simply because of 
the competitive pressure put upon that economy by the Mexican 
i mports. 

Ms. Thurman. And then let me ask another question, because I 
think this also goes to the heart of it. On top of this direct competi- 
tion with Mexico, then under what we thought would be this open 
trade agreement, there is another issue that has arisen with Mex- 
ico from a citrus industry's perspective as far as their ability to be 
able to trade with M exico with that product. I s that 

Mr. Brown. Well, trade is supposed to be a couple of fundamen- 
tal things. It's supposed to be a two-way deal, and it's supposed to 
be fundamentally fair, at least in our minds. On the issue of Flor- 
ida citrus, we have not yet been able to enter a single piece of cit- 
rus into the State— or into the country of Mexico because of 
phytosanitary restrictions that the Mexicans keep throwing out or 
failing to carry through in that process to successfully enter citrus. 

Ms. Thurman. Let me ask you something very quickly, because 
this morning the Trade Representative, Ambassador Lang, men- 
tioned there were some negotiations going on. Are you familiar 
with those? Could you give me an update on that, because I was 
kind of surprised to hear that? 

Mr. Brown. Well, I'm not totally conversant with the process of 
the negotiations, but the reality is the citrus has not entered that 
process, and I guess you can keep things going on forever, but the 
true proof of the pudding is the entry of citrus into Mexico, and 
that has not occurred in 3 years. 

Ms. Thurman. Thank you. 

Mr. FIoughton. Is that it, Ms. Thurman? 

Ms. Thurman. Yes, thanks. 

Mr. FIoughton. OK. Well, we've just got a few minutes, and I 
have a basic question. Whenever you deal outside the United 
States, obviously, people have different labor laws and environ- 
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mental laws and attitudes, but the question is: 96 percent of the 
customers of the world are outside this country. How do we get to 
them without hurting our own base? 

Are you really saying things should be different in their coun- 
tries before we deal with them, or are you saying they really should 
abide by their own laws? Maybe you'd like to answer that question. 

Mr. Beckman. Well, I'll take a stab at it. J ust as a variety of 
international rules of conducting trade have been adopted over the 
last 50 years, in the Uruguay round a number of new areas were 
covered by international trading rules. In the areas of worker 
rights and the environment, these are issues that are important to 
citizensaround the world. They are critical in determining where 
production takes place and under what circumstances, and who 
benefits from the wealth generated by that production. These are 
issues that should be part of the international trading system's 
rules, and there ought to be international rules that cover these 
issues, just as there are international rules that cover intellectual 
property rights and other areas of business conduct. 

Mr. Houghton. Can I just interrupt 1 minute? Are you asking 
people in Mexico to do something more than abide by their own 
rules? 

Mr. Beckman. Well, under the— yes, what we're asking is that 
Mexico agree to its other obligations as well, one of which is to 
abide by the conventions of the International Labor Organization 
and the standards that that organization sets for the core labor 
standards. 

Mr. Houghton. So there are two hurdles? One, their own rules, 
and then that step by the I nternational Labor Organization? 

Mr. Beckman. Well, their own rules on the face of them comply 
with the I LO conventions that are included in the generally accept- 
ed definition of core labor standards, but the implementation of 
those rules is different. 

Mr. Houghton. OK. Would anybody else like to comment on 
that? 

Mr. Hawkins. I'd like to comment. We'll compete with anybody 
in the world. I think we're capable of competing with anybody in 
the world if they follow the same rules we do. But the rules are 
not the same. There's one set of rules for Mexico and there's one 
set of rules for us, and that's what my main argument is. We're 
going up a hill with both of our feet and one arm tied behind us 
because of the rules that are placed on us. 

Mr. Houghton. Right, but I've been in business for many, many 
years, and I understand this whole thing. The question is. If people 
are not going to abide by our rules, that you would like to see their 
rules come as close as possible to our rules. But the question is. 
If they set out their own rules, do they abide by those? And that's 
the issue, I think. 

Ms. Hoffman. I would add one other. Ninety percent of the con- 
sumers may be out of the United States, but 90 percent of the con- 
sumer dollars in the world are not. A great many of the consumer 
dollars are here. And there won't be more consumer dollars else- 
where unless workers in other countries are earning enough that 
they can become consumers. And with the current regime, that is 
not the way that is. 
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Mr. Houghton. I understand that, and that's very helpful. 

Let me ask Mr. Hawkins another question. You said that the 
President sort of reneged on promises he made during the debate 
on NAFTA. What— give me an example. 

Mr. Hawkins. Based on a letter to the Florida delegation that 
said if they would change their vote, he would see that the perish- 
able agricultural industry of Florida was protected. 

Mr. Houghton. Protected to what extent? Were there any specif- 
ics? Was it just a general statement? 

Mr. Brown. May I quote you from that text 

Mr. Houghton. Sure, you bet. Right. 

Mr. Brown [continuing]. From the letter of the President? 
Quoting: "I strongly believe that the volume-based snapback of the 
existing agreement, coupled with the automatic price monitoring 
and the expedited input relief procedures which will be the law 
after NAFTA is passed, will provide very effective price and volume 
discipline. I want you to know that I am personally committed to 
ensuring that this system is enforceable and effective. It will work 
to ensure against unfair pricing by importers." 

Now that's lifted, a portion of that letter sent to Congressman 
Tom Lewis from the President prior to the passage of NAFTA. 

We have had success in an antidumping case on behalf of the to- 
mato industry in the country, not in Florida alone, and found that 
in fact there was a dumping margin found against the Mexicans of 
some 17.56 percent. On a national basis, obviously, we're not being 
very well protected. 

Mr. Houghton. Right. Listen, I am terribly sorry; we've got to 
leave, and rather than hold you up, I think we probably ought to 
stop this now. But I thank you very much for your contribution. I 
know I'm going to be reading over all the text again, as I'm sure 
my other associates will. So thank you very much for coming. 

The session is adjourned. 

[Whereupon, at 4:31 p.m., the hearing was adjourned, subject to 
the call of the Chair.] 

[Submissions for the record follow:] 
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Statement of J ulio A. de Quesada, President, American Chamber of 

Commerce of Mexico, Chairman of the Board and Chief Executive Officer, 

Citibank Mexico, S.A. 

My name is J ulio A. de Quesada. As the 1997 President of the American Chamber 
of Commerce of Mexico and Chairman of the Board and CEO at Citibank Mexico, 
S.A., I respectfully submit this testimony on the North American F ree Trade Agree- 
ment to the Subcommittee on Trade of the Committee on Ways and Means of the 
U.S. Flouse of Representatives. 

American Chamber of Commerce of Mexico is the largest American Chamber of 
Commerce outside of the United States. The Chamber represents 2,700 companies 
which constitute approximately 85% of all U.S. direct investment in Mexico. We 
were actively involved, both as an institution and as individual companies, in 
NAFTAs passage. 

NAFTAs success, after only three years, is beyond that which even we expected. 
Most importantly: 

• NAFTA has increased trade; 

• NAFTA has increased investment: 

• NAFTA has established mechanisms to resolve trade disputes; and 

• NAFTA has helped to create a more competitive North American product. 

During April and May of 1997, we conducted a survey among 1,100 of our member 

companies (importers, exporters, manufacturers, and maquiladoras). The results of 
this survey highlight these NAFTA accomplishments. 

NAFTA HAS INCREASED TRADE 

One of the primary goals of NAFTA was to increase trade, thereby facilitating the 
flow of goods and services across all borders. NAFTA has been an indisputable suc- 
cess in this area. Trade in 1993, the year before NAFTA, totaled $82 billion between 
Mexico and the United States. Since NAFTA was implemented on J anuary 1, 1994, 
trade has increased 58% to reach $140 billion. 

Why is this increased trade under NAFTA so important? 

1) Canada and Mexico are now the two most important markets for U.S. exports. 
In April of this year, the U.S. Department of Commerce announced that exports to 
Mexico surpassed those toj apan for the first time and are second only to those des- 
tined for Canada. 

2) Second, contrary to popular belief, U.S. industry and U.S. workers have bene- 
fited from increased trade. Mexican imports of U.S. products have increased 28% 
since NAFTA began. ($41 billion in 1993 vs. $57 billion in 1996). More U.S. exports 
represent more U.S. jobs and according to public statistics, thesejobs pay more than 
non-export jobs. 

3) Furthermore, increased trade under NAFTA has left no one out of the game. 
Companies of all sizes are reaping the benefits, on both sides of the border. In our 
survey, we found that the number of small and medium sized companies involved 
in import/export relationships has grown exponentially. 

Following are some specific examples: 

• Lentes Sola, S.A. de C.V., a small U.S. company operating in Mexico with total 
sales of approximately $4.5 million, distributes plastic and crystal optical lenses. 
With the 15% reduction in tariffs under NAFTA, the company has seen imports 
from the U .S. skyrocket 210%. 

• J ohn Deere, on the other hand, is a large U.S. owned company with sales of 
nearly $165 million. Between 1993 and 1996, imports from the U.S. increased more 
than 80%. This growth was driven by the fact that NAFTA allowed the company 
to begin production of a new product line in Mexico: industrial machinery. Nearly 
all of the component parts used to produce this machinery originate from their 
plants throughout the United States. 

NAFTA HAS INCREASED INVESTMENT 

Trade is only one perspective on NAFTAs success. Mexico attracted $31.5 billion 
in direct foreign investment between 1994 and 1996, second only to China in terms 
of emerging markets. According to the World Bank and the Secretariat of Commerce 
and Industrial Development in Mexico (SECOFI), the United States alone invested 
$17.6 billion, or 55.7% of that total. Ironically, as large as this investment may ap- 
pear, it represents but a small percent of total U.S. capital investment in any given 
year. 

Nonetheless, we have found that these investments in Mexico do benefit U.S. in- 
dustry and U.S. workers. Flewlett Packard is an excellent example. Under NAFTA, 
the company has increased investment in its Mexican operations. Yet, 50% of the 
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component parts used in the companys computers are manufactured in the U.S. 
Thus, growth in the Mexican operations means growth for the U.S. operations. In 
fact, Hewiett Packards intracompany exports to Mexico are up four times since 
1994. 


NAFTA HAS DEVELOPED A MECHANISM TO RESOLVE TRADE DISPUTES 

Equaiiy important, NAFTA has piayed an important roie in increasing trade be- 
cause it has estabiished a framework for managing this $140 biiiion trading reia- 
tionship. 

Many critics point to the iist of pending trade disputes and say that the dispute 
resoiution process is stiii evoiving. Flowever, this approach overiooks the fact that 
more trade disputes are a naturai resuit of increased trade. Furthermore, the iist 
of disputes that have actuaiiy been soived within the NAFTA framework is impres- 
sive. Cement, corn brooms, steei and tomatoes are issues that have been resoived 
with the treatys darification of the process for dispute resoiution. Many other trade 
issues remain pending: but this is a normai consequence of any trade agreement, 
especiaiiy one between neighbors. 

American Chamber/Mexico has over ten committees whose monthiy agendas deai 
with these types of issues, from package iabeli-border iegai and administrative mat- 
ters to environmentai standards. Dispute resoiution is an on-going and concerted ef- 
fort, and the Chamber is committed as a working resource. 

The fourth and most important point is that NAFTA has helped to create a more 
competitive North American product which is successfully competing in worldwide 
markets. 

TeKd, S.A. deC.V. 

Texei, S.A. de C.V. provides an exampie of this objective. Texel is a textiies manu- 
facturing company with annuai saies of approximateiy $75 miiiion. Its ownership is 
both American and Mexican, and it is a pubiidy traded company. 

The process by which Texel has developed a more competitive North American 
product is simpie. The company imports raw materiais from New York, North Caro- 
iina and Flouston into Mexico to produce yarns which are exported back to the 
United States. From there, the yarns are processed into fabrics and shipped out of 
American and Mexican factories as home furnishings and automobiie products to 
the Middie East, Austraiia, South America and increasingiy to more and more coun- 
tries of the worid. 

Under NAFTA, Texeis component saies parts have grown. I mports have ieapt 67% 
from aimost $12 miiiion in 1992 to $20 miiiion in 1996. This de facto means more 
U.S. jobs. From Mexico, woridwide exports have increased from $10 miiiion in 1993 
to $34 miiiion in 1996. But, most importantiy, Texei estimates that the combined 
North American product, with finai products bringing together the comparative ad- 
vantages of U.S. and Mexican products, has contributed over $30 miiiion in new 
U.S. exports destined for other non-NAFTA markets. 

Oneida MeKicana 

Oneida Mexicana, a 100% U.S. -owned company that manufactures stainiess steei 
fiatware, piastic handie fiatware and kitchen cutiery, and distributes china, fiatware 
and hoiiowware (tea sets, ice buckets, etc.), provides another important exampie. 

Because of changes in tariffs under NAFTA, Oneida has optimized production in 
its U.S., Canadian, and Mexican piants. No factories have been dosed in the proc- 
ess; rather, production has been shifted among the three countries. U.S. piants 
produce high quaiity products with high voiumes and Canadian piants produce high 
quaiity products with iow voiumes. In Mexico, iower-priced products, such as stain- 
iess steei fiatware, are produced in high voiumes. 

This optimization, possibie because of NAFTA, has had tremendous benefits for 
the company. First of aii, totai trade between the U.S. and Mexico increased 36% 
between 1993 and 1996. Exports from the U.S. to Mexico aione have increased by 
$1 miiiion. 

NAFTA has aiso improved Oneidas abiiity to compete with both Asian and Euro- 
pean companies. The iower-end products produced in Mexico better compete with 
Asian products because of the 20% break on duties. U.S. products are at a signifi- 
cant advantage over European products in the high-end market, aiso due to the 
eiimination of duties. Thus, Oneida, iike Texel, is creating synergies across the 
North American market and thereby developing a more competitive North American 
product. 

It is important to note that our member companies have aiso made conditions bet- 
ter for workers and the environment aiong the way. In our survey of American 
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Chamber/Mexico membe's, 57.1% of the respondents have invested in new tech- 
noiogy to improve their environmentai records. With respect to industriai safety, 
52.7% of the companies surveyed have instituted new industriai hygiene and safety 
measures since 1994. 


Case Studies 

Before dosing, I wouid iike to mention that we have coliected a number of specific 
exampies from smaii, medium and iarge companies who have benefited tremen- 
dousiy as a resuit of NAFTA. I wiii highiight just a few of exampies of companies 
who have experienced NAFTAs benefits first-hand in areas as diverse as trade, in- 
vestment, trade dispute resoiution, iabor, agricuiture, the environment, and inteliec- 
tuai property rights. 

Controladora Mabe, S.A. deC.V. 

Controiadora Mabe is a U.S.-and Mexican-owned company which manufactures, 
imports, and exports home appiiances. 

The company credits NAFTA with easing the process of estabiishing a joint ven- 
ture with Generai Eiectric. As a resuit of NAFTA, the companys imports to Mexico 
from the U.S. have grown 40% since 1993, from $185 miiiion to $260 miiiion in 
1996. Aii raw and semi -processed materiais are purchased directiy from U.S. compa- 
nies. 

Controiadora Mabe has aiways been environmentai iy conscious, but with NAFTA, 
an even greater emphasis has been piaced on this area. The purchase of new steei 
and aiuminum furnaces and foundries has contributed to important savings in en- 
ergy. To reduce poiiution, the company has b^un using soiid paint, and as of Au- 
gust 1997, the company wiii eliminate production of refrigerators with CFCs. 

Case Mexico, S.A. 

Case Mexico, S.A. is a manufacturer of construction, industrial and agricultural 
equipment. It was previously 70% Mexican owned and 30% French owned, but is 
now 100% U.S. owned. Since being acquired by U.S. interests five years ago, the 
company has seen increased activity and success due to NAFTA. 

One positive result of NAFTA has been the lowering of tariffs from 15% to 0% 
on agricultural tractors exported from the U.S. to Mexico. This lower tariff has pro- 
vided Case Mexico with a competitive advantage over its non-NAFTA competitors. 
The company has also benefited from tariff reductions on construction equipment 
and spare parts. 

In a recent product rationalization decision. Case decided to close a German trac- 
tor plant and move production to the U.S. and England. Taking advantage of the 
NAFTA opportunity for exports to Mexico, the company has designed a tractor 
which will have a high level of U.S. content and be introduced into the Mexican 
market. For shareholders, it means the additional sales of several million dollars 
per year in tractors, implements, and spare parts from the U.S. 

William J . Meyers, Managing Director of the company, stated, "In Mexico there 
is a preference for U.S. goods and a propensity to buy them. NAFTA has helped to 
facilitate this desire, which is positive for U.S. industry and workers." Fie added, 
"NAFTA helped give us staying power through the crisis because Mexican dealers 
realized that there would bea future with U.S. products and a U.S. company." 

Cia Hulera Goodyear Oxo, S.A. 

Cia Flulera Goodyear Oxo, a $300 million dollar company, has 54 years of experi- 
ence operating in Mexico. Despite this long-term presence, the company has seen 
significant positive changes since the implementation of NAFTA. 

One of the most important results of NAFTA has been the rising confidence in 
the Mexican subsidiary on behalf of the management in Akron, Ohio. NAFTA con- 
firmed Mexicos commitment to opening its economy to international trade and in- 
vestment and to becoming part of the global economy. 

Another important result of NAFTA was the positive impact it had on the Mexi- 
can labor union. Pre-NAFTA, productivity at the Goodyear Mexico plant was in the 
lower third of all Goodyear factories worldwide. The union relationship was consid- 
ered to be among the most challenging in the Goodyear world. Even with GATT, 
the union was not convinced of the need to become more competitive. Flowever, with 
the onset of NAFTA and the clear signs of market opening, management and union 
adopted a new spirit of partnership and trust. Over the past five years production 
and productivity have grown over 70%. The plant has competitive worldwide costs 
and exports over 40% of its production, while its workforce ranks among the best 
paid in Mexico. 
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CdaneseM&<icana, S.A. deC.V. 

Celanese Mexicana is part of a world-wide consortium of companies that manufac- 
ture and export chemicals, textiles and packaging products. In addition to increased 
imports from the U.S. due to lower tariffs under NAFTA, the company commends 
the trade agreement for the clear rules it has established for settling trade disputes. 
After having had experience with numerous antidumping cases in the chemicals in- 
dustry throughout the world, Celanese finds the NAFTA mechanisms for solving 
these problems remarkable. 

American Soybean Association in M&<ico 

The agricultural sector has generated tremendous debate with respect to NAFTA, 
however, the participants in this sector have been some of the real winners. 

First of all, NAFTA has helped to keep the system in place. In 1982, when Mexico 
experienced a severe devaluation, the U.S. -Mexico border was closed to the flow of 
agricultural products. Flowever, after the 1994 devaluation, NAFTA helped to keep 
the borders open. 

In the case of soybeans in particular, U.S. exports actually increased between 
1995 and 1996. In 1995 U.S. exports of grain to Mexico totaled 6.26 million metric 
tons and in 1996, they jumped to 10.63 million metric tons. This equals approxi- 
mately 1 million more acres of productive land in the U.S., a direct benefit for U.S. 
farmers. In the case of oil seeds, NAFTA also helped to propel a surge in exports 
between 1995 and 1996. In 1995, 2.1 million metric tons were exported to Mexico 
and in 1996, 2.7 million metric tons. This resulted in close to 500,000 additional 
acres of productive land in the U.S. 

It is important to note that much of this growth is due to tariff advantages for 
U.S. farmers under NAFTA. Soybean producers compete with farmers throughout 
the world, particularly in South America. U.S. farmers are at an advantage because 
they can export to Mexico six months out of the year, duty free; the other six 
months, there is a tariff of only 6%. This affords them a significant advantage over 
South American producers, who face a 10% tariff. 

Kenneth Shwedel, Regional Director of the American Soybean Association in Mex- 
ico, explains NAFTAs advantages. 'The effects of NAFTA can be seen on both a 
micro and macro level. On the micro level you can now walk into a supermarket 
and see agricultural products produced in the U.S.A. Lettuce and corn oil are two 
good examples. On the macro level, NAFTA generated over $9.1 billion of agricul- 
tural trade between the U.S. and Mexico in 1996. I did not think we would reach 
this level until after theyear 2000." 

Eli Lilly Mexico 

Eli Lilly Mexico has had a presence in Mexico for more than 50 years. It exports 
to 43 countries, and sells pharmaceutical and animal health products in Mexico. Eli 
Lilly has been certified as an MRPI I class A company. 

Most importantly for Eli Lilly, llectual property rights, allowing the company to 
invest in the launch of new products and to become part of the global clinical trials 
for new compounds. The patent protection requirements in NAFTA are stronger 
than GATT and implementation is immediate. These improvements in patent laws 
have resulted in greater exports of raw active ingredients from the U.S. to Mexico 
for local fill-finish (an important benefit for U.S. industry) and no copied products 
(for those approved after 1991). 

The reduction in duties has led to significant financial savings on imports of raw 
materials and capital from the U.S. For example, NAFTA was a key factor in 1995 
when the company opened its new oral antibiotics facility. Rather than bringing Eu- 
ropean equipment, Lilly imported U.S. equipment. This meant more jobs for both 
Americans and Mexicans. Lower tariffs have also led to increased U.S. exports of 
finished products to Mexico and facilities specialization. 

Overall, NAFTA is breaking down trade barriers in recognition of the evolving 
global economy. Increased trade means the creation of jobs on both sides of the bor- 
der, less bureaucracy, and less wasted efforts. 

Conclusions 

There are clear and well -understood benefits from free trade agreements such as 
NAFTA. For companies operating in Mexico, U.S. and foreign alike, NAFTA has 
been a success. Moreover, the evidence is clear that free trade agreements ensure 
preferential treatment for those countries participating in them. Goodyear Mexico, 
for example, reports that it imports 700,000 tires a year from three countries, all 
of which have free trade agreements with Mexico. 
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Companies with a base in Mexico are aiready poised to move further south 
throughout Latin America. Oneida Mexicana sees the growth potentiai throughout 
Latin America as one of the most important resuits of NAFTA. Because of the bene- 
fits they have seen from NAFTA, many member companies, which are U.S. enter- 
prises, are iooking for ways to grow via Mexicos trade agreements with other coun- 
tries. 

Giobai interdependence is an irreversibie course for muitinationai businesses. The 
American Chamber of Commerce of Mexico beiieves NAFTA can serve as a modei 
for future free trade agreements throughout the hemisphere. It concerns our mem- 
bers that U.S. business may be ieft behind or shut out at a time when the competi- 
tive advantages of U.S. products demonstrate formidabie strength, and thereby have 
distinct opportunities in emerging markets. 

The member companies of the American Chamber of Commerce of Mexico have 
been part of the unfoiding of NAFTAs success from its beginning. Our experiences 
show that NAFTA works, that NAFTA is good for U.S. business, and that the ex- 
pansion of NAFTA wiii be good for U.S. industry, U.S. workers and U.S. competi- 
tiveness into the 21st century. 


Statement of American Textile Manufacturers Institute 

This statement is submitted by the American Textiie Manufacturers Institute 
(ATMI), the nationai association of the textiie miii products industry. Coiiectively, 
ATMI’s members make and market every kind of textiie product and account for 80 
percent of the textiie fibers processed in the United States. 

For 40 years the U.S. textiie industry's experience in the field of international 
trade has been marred by an unceasing torrent of imports, much of it unfairly and 
illegally traded. To add insult to injury, many of the countries responsible for this 
onslaught have kept their domestic markets sealed tight to U.S. textile and apparel 
exports. Flowever, in 1992, ATMI's members agreed to support the North American 
F ree Trade Agreement (NAFTA) for several reasons. 

Since its inception, NAFTA has proven a welcome contrast to all that went before 
it. Both on philosophical and practical grounds, NAFTA has been a welcome change 
to the U.S. textile industry. On philosophical grounds, in ATMI's view, NAFTA em- 
bodies and typifies what a trade agreement should be: 

• It is balanced, equitable and reciprocal 

• It has fair, transparent, enforceable and strict rules of origin 

• It has a meaningful safeguard mechanism 

• It provides for a high degree of cooperation and enforcement in Customs-related 
matters 

The practical benefits of NAFTA are immediately apparent upon review of the rel- 
evant data: 


NAFTA Textile & Apparel Trade 

[Million $] 



1993 

1994 

1995 

1996 

Year End- 
ing J une 
1997 

T extiles: 

Exports to Canada 

1,611 

1,798 

2,035 

2,230 

2,424 

Exports to Mexico 

785 

964 

924 

1,179 

1,298 

Total 

2,396 

2,762 

2,959 

3,409 

3,722 

1 mports from Canada 

566 

728 

881 

1,047 

1,127 

1 mports from M exi co 

245 

300 

470 

670 

767 

Total 

811 

1,028 

1,351 

1,717 

1,894 

U.S. Balance-Canada 

1,045 

1,070 

1,154 

1,183 

1,297 

U.S. Balance-Mexico 

540 

664 

454 

509 

531 

Total 

1,585 

1,734 

1,608 

1,692 

1,828 

Apparel: 

Exports To Canada 

369 

430 

513 

533 

575 

Exports to Mexico 

804 

1,096 

1,324 

1,656 

1,896 

Total 

1,173 

1,526 

1,837 

2,189 

2,471 

1 mports from Canada 

454 

589 

770 

948 

1,073 

1 mports from M exi co 

1,127 

1,597 

2,566 

3,560 

4,264 

Total 

1,581 

2,186 

3,336 

4,508 

5,337 
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NAFTA Textile & Apparel Trade- Continued 

[Million $] 



1993 

1994 

1995 

1996 

Year End- 
ing J une 
1997 

U.S. Balance-Canada 

(85) 

(159) 

(257) 

(415) 

(498) 

U.S. Balance-Mexico 

(323) 

(501) 

(1,242) 

(1,904) 

(2,368) 

Total 

(408) 

(660) 

(1,499) 

(2,319) 

(2,866) 


Source: U.S. Department of Commerce 


As these data show, from 1993, the year before NAFTA went into effect, until the 
present, U.S. exports of textiles to our NAFTA partners have increased $1.3 billion 
or 55 percent. This increase would have been even greater were it not for the finan- 
cial crisis which resulted in the sharp devaluation of the Mexican peso in 1995. The 
ill effects of the peso devaluation have been somewhat ameliorated by the ongoing 
reduction of Mexican import tariffs on U.S. textiles, which has produced modest in- 
creases in U.S. exports during 1996 and 1997. Since virtually all Mexican tariffs on 
U.S. textiles will disappear in 1999 and as the Mexican economy continues its sus- 
tained recovery, further gains in U.S. textile exports should be realized next year 
and beyond. Recent increases in exports of yarns, fabrics and made-up textiles to 
Mexico provide a clear indication that Mexico's recovery will benefit U.S. textiles. 

At the same time, it should be noted that both Mexico and Canada have recorded 
substantial increases in their textile exports to the United States. The U.S., how- 
ever, maintains a surplus in its textile trade accounts with its NAFTA partners, one 
that has grown larger since NAFTA began. In short, all the partner countries have 
increased their exports of textiles to each other. This is what NAFTA promised and 
this is what NAFTA delivered to its textile industries. 

With respect to trade in apparel, the dollar amounts involved are much larger 
than in textiles, but require a word of explanation: U.S. "apparel" exports to M exi co 
are not all finished garments, but consist overwhelmingly of pieces of fabric cut into 
garment components to be assembled (sewn) in Mexico and returned to the United 
States: only a small portion of the export total is finished garments. In the case of 
Canada, the reverse is true. 

U.S. apparel (cut pieces) exports to Mexico have increased dramatically since 
NAFTA went into effect, rising over $1 billion or 136 percent in four short years. 
This, of course, has helped fuel an even greater increase in Mexico's exports of ap- 
parel to the U.S.: up $3.1 billion or 279 percent since pre-NAFTA 1993. Mexico's 
apparel exports to the United States have fared so well under NAFTA that last year 
it replaced China as the leading foreign source of imported apparel: 

U.S. Imports of Apparel 

[Million Square Meters] 



Mexico 

China 

1993 

321 

935 

1994 

482 

934 

1995 

774 

862 

1996 

1,099 

862 

Year EndingJ une 1997 

1,311 

961 


Source: U.S. Department of Commerce 


Such a large volume of apparel imports from one source, no matter which source, 
would ordinarily be a source of concern, but thanks to the rules and disciplines em- 
bodied in NAFTA, this U.S. -Mexican trade has not damaged the U.S. textile indus- 
try. I n fact, as alluded to above, it has had the opposite effect because the combina- 
tion of (1) apparel imported from Mexico using fabric made and cut in the United 
States, and (2) apparel cut and sewn in Mexico from U.S. fabric exported to Mexico 
results in over two-thirds of total apparel imports— nearly 900 million square me- 
ters worth— from Mexico being made of U.S. -produced fabric. 

In terms of textile and apparel trade, our NAFTA-forged relationship with Mexico 
is truly symbiotic, truly mutually rewarding. This cannot be said for China or the 
hundred-plus other countries which ship textiles and apparel into our market. 

With respect to Canada, apparel trade has also expanded in both directions, but 
in a way that was perhaps not foreseen. U.S. exports of apparel to Canada, virtually 
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all of which Is made with U.S. -produced fabric, grew $206 million or 56 percent from 
1993 to the present day, while Canada's exports to the U.S. leaped $619 million or 
136 percent. As a result, Canada enjoys a rapidly growing surplus In apparel trade 
with the United States, one that has now reached one-half billion dollars annually. 

One Is tempted to ask how Canada, where the costs of making apparel are signifi- 
cantly greater than they are In the United States, can achieve an enormous and 
growing surplus In apparel trade with the U.S. One obvious answer Is that Canada 
Is shipping to a market that Is 10 times larger than the one the U.S. Is shipping 
to. But this Is offset by the fact that the same holds true for textiles, yet the U.S. 
has a large surplus In textile trade with Canada. 

The real reason for this seeming anomaly Is the only flaw, from ATMI's perspec- 
tive, In the NAFTA agreement, one that was grandfathered from the predecessor 
U.S. -Canada F ree Trade Agreement and enlarged In NAFTA: the Tariff Preference 
Levels (TPLs) which Canada was granted. TPLs permit the use of non-NAFTA raw 
materials and components to produce goods eligible for NAFTA (tariff and other) 
preferences. These egregious violations of NAFTA rules of origin have been skillfully 
used by Canadian exporters to the detriment of U .S. producers. 

Under NAFTA, Canada was granted nearly 85 million square meters worth of 
TPLs for cotton and man-made fiber apparel (1997 rates) and over 5 million square 
meters worth for wool apparel. Last year Canada used 40 percent of Its cotton and 
man-made fiber TPLs and 95 percent of Its wool TPL to ship 39 million square me- 
ters worth of non-conforming apparel— 28 percent of Its total apparel exports— to 
the United States, apparel that could have and should have been made with fabric 
abundantly available In the United States, Canada or Mexico. 

Nowhere Is the abusive nature of Canada's TPLs more evident (or more damag- 
ing) than In the case of men's suits. Thanks to Its wool apparel TPL, which was 
secured by Canadian negotiators essentially on behalf of one company, Canada ships 
over $130 million worth (current annual rate) of men's wool suits to the United 
States which do not conform to NAFTA's rules of origin and should not be eligible 
for NAFTA preferences. This Illegitimate trade has seriously damaged U.S. produc- 
ers of men's suits and suit fabric and resulted In massive job losses. To make mat- 
ters worse, NAFTA specifically prohibits the taking of any safeguard action with re- 
spect to these Imports. 

This TPL abuse aside, NAFTA has produced significant benefits for the U.S. tex- 
tile Industry, as the data reported above clearly show. NAFTA Is responsible for 60 
percent of the Increase In U.S. textile exports since 1993 as well as 44 percent of 
the nearly $3 billion Increase In apparel exports since 1993. In sum, total and ap- 
parel exports to Canada and Mexico (Including cut fabric pieces) currently provide 
employment for 47,000 U.S. textile workers and thousands of others In support and 
supplier Industries. 

Looking to the future, the U.S. textile Industry has every hope and expectation 
of building on the successes which NAFTA has already produced, particularly as 
Mexico continues on the road to full economic recovery. More Immediately, the In- 
dustry sees a clear opportunity to replicate NAFTA's success by extending NAFTA- 
type benefits to the nations of the Caribbean Basin and Central America. ATMl ear- 
nestly hopes the Congress shares this vision and will take the steps necessary to 
make It a reality. 


Statement of American Trucking Associations, Inc. 

The American Trucking Associations (ATA) Is the national trade association of the 
U.S. trucking Industry. ATA's mission Is to serve the united Interests of the nine 
million people and 400,000-plus companies Involved In trucking, and to educate pub- 
lic officials at all levels of government about the essential nature of the trucking 
Industry. Established In 1933, the ATA federation Is composed of the ATA national 
organization, 50 state trucking associations and 14 affiliated national conferences 
and Independent organizations. Including state trucking associations, ATA con- 
ferences, and other affiliates, the ATA Federation represents more than 34,000 com- 
panies. 


NAFTA AND Trucking 

The trucking Industry has long supported NAFTA. Therefore, we firmly opposed 
the delay by the U.S. Government In Implementing the essential cross-border truck- 
ing provisions of NAFTA. The delay has arbitrarily denied Canada, Mexico and the 
United States thefull benefits of this Important trade agreement, negatively Impact- 
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ing U.S. shippers and carriers engaged in NAFTA trade. We urge the U.S. Govern- 
ment to implement NAFTA's trucking provisions without further delay. 

NAFTA offers the promise of even more jobs in the trucking industry because it 
establishes the framework for more trade, the vast majority of which moves by 
truck. When measured by value, trucks move over 85 percent of U.S. -Mexico trade, 
and 67 percent of U.S. -Canada trade. Trade data compiled by the U.S. Department 
of Commerce shows that our bilateral trade with Mexico was up by more than 20 
percent in 1996, compared to 1995. U.S. exports to Mexico increased by 22 percent 
for the same period, while Mexican exports to the U.S. have increased by 18 percent 
for the year. Statistics for the first half of 1997 show U.S. -Mexico trade up by 18.5 
percent compared to the same period last year. 

To illustrate how trucking has benefitted from NAFTA’s increased trade flows, we 
present the following examples of trucking companies that have benefited greatly 
from increased U.S. -Mexico trade: 

Celadon Group, a trucking company based in Indianapolis, Indiana, has seen rev- 
enues from its U.S. -Mexico operation increase from US$64 million in mid-1995, to 
$90 million in mid-1996, and revenues reached $102 million by mid- 1997, represent- 
ing an increase of $38 million dollars. Celadon's U.S. -Mexico operations, in the 
afore-mentioned years, represented about 65 percent of the company's total reve- 
nues. 

During the same period. Celadon has increased its U.S. truck driver work-force 
from 750 to 1,150. It has also added about 100 administrative U.S jobs during that 
time. According to company representatives, these jobs have been largely due to the 
growth in U.S. -Mexico trade. 

Contract Freighters, Inc, based in J opiin, Missouri, has seen its U.S. -Mexico oper- 
ation revenues increase from US$20 million in 1992 to US$49 million in 1996. When 
U.S. -Canadian operation revenues are included, cross-border revenues jumped from 
US$35 million in 1992 to US$64 million in 1996. Of CFI's total revenues, its Mexi- 
can and Canadian operations have gone from representing 22.04 percent in 1992 to 
27.4 percent i n 1996. 

Schneider National, Inc, based in Green Bay, Wisconsin, is the largest truckload 
motor carrier in the United States. Schneider has been very active throughout 
North America, having started operations in Canada in 1989, and is now the largest 
truckload company in Canada. Schneider began U.S. -Mexico operations in 1991. Ac- 
cording to the carrier, NAFTA's greatest effect on the company was the way it 
changed the mindset of shippers regarding international trade, especially with Mex- 
ico. NAFTA initiated a fundamental change in the way shippers viewed new oppor- 
tunities in the marketplace south of the border. From 1991 to 1993, Schneider es- 
tablished and steadily grew its U.S. -Mexico operations. But with the NAFTA nego- 
tiations and its eventual implementation, the 1993-1996 period saw an explosion of 
growth of about 250 percent. 

Roadway Express, Inc, based in Akron, Ohio, is a less-than-truckload (consoli- 
dated shipment) carrier that has also experienced a recent boom in its north and 
south bound shipments. For the second half of 1996 and the first quarter of 1997, 
Roadway has seen a 25 percent rate of growth. The double-digit growth in its North 
America operations has led Roadway to purchase more equipment and add new U.S. 
jobs, especially at their distribution terminals. 

Cross-Border T rucking Today 

Because the NAFTA trucking provisions have been delayed, trucking companies 
that have invested in equipment to provide a first rate freight service throughout 
North America, are left to operate in an outmoded and inadequate freight transfer 
system at the U.S. -Mexico border. A shipment traveling from the United States to 
Mexico, or vice-versa, r^uires no less than three drivers and three tractors to per- 
form a single international freight movement. Through interline partnerships, 
freight is handled on the U.S. side by a U.S. carrier and on the Mexican side by 
a Mexican carrier with a "middleman" or drayage hauler in the middle. The drayage 
driver ferries loads back and forth across the border to warehouses or freight yards 
for pickup or subsequent final delivery. 

Congestion is compounded because trailers come back empty after delivering their 
freight across the border and because drayage "bobtails" (tractors without trailers) 
deliver a trailer only one-way across the border and return solo. 

In addition to requiring two long-haul carriers, one on either side of the border, 
and a drayage carrier to haul the shipment across the border, the process includes 
freight forwarders, customs brokers, as well as the official processing handled by 
government inspectors and enforcement officials. This process results in extra trucks 
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on the road, congestion, delays and "over handling" of shipments that invariably 
leads to increased costs, and loss and damaged freight. 

Furthermore, the existing border infrastructure is seriously overburdened by the 
increased congestion generated by the growth in trade flows and the present out- 
moded cross-border trucking scheme. If, as anticipated, trade flows between Mexico 
and the United States continue to grow, the border facilities and personnel will only 
be further strained. 


NAFTA Trucking Provisions 

Under NAFTA, beginning on December 18, 1995, U.S. and Mexican carriers were 
to have been allowed to pick up and deliver international freight into each other's 
states contiguous to the U.S. -Mexico border. By J anuary 1, 2000, access would ex- 
pand to all states on either side of the border. NAFTA's trucking provisions would 
enhance the competitiveness of U.S. goods in the Mexican market by providing U.S. 
exporters and importers an efficient cross-border trucking operation. 

If implemented, NAFTA's trucking provisions would allow U.S. carriers, by using 
their own drivers and trucks in Mexico, to reduce shipping times and increase reli- 
ability of service. Opening the border will lead to greater etficiendes, cost and time 
savings, and will greatly facilitate the flow of commerce across our borders. 

In addition, the trucking provisions would have improved our ability to invest in 
the Mexican market. U.S. and Canadian investors were to be permitted to invest 
in up to 49 percent ownership of Mexican trucking companies or terminals providing 
exclusively international freight services. On January 1, 2001, those investment 
rights are scheduled to increase to 51 percent, and, on J anuary 1, 2004, the rights 
expand to 100 percent. 


NAFTA Trucking Delayed 

The day the border was to open, the U.S. Government unilaterally delayed open- 
ing the border, and the U.S. Department of Transportation refused to process appli- 
cations from Mexican trucking companies. 

Announcing the postponement, then Secretary of Transportation Federico Pen 
cited safety and security concerns regarding Mexican trucks operating in the United 
States as the reason for the delay. Flowever, all four border governors, who have 
primary enforcement responsibility for motor carrier operations, have repeatedly af- 
firmed that they are prepared to enforce U.S. truck safety regulations. 

NAFTA's trucking provisions require all foreign carriers operating in the United 
States to abide by U.S. standards and regulations. ATA fully supports rigorous en- 
forcement of all U.S. standards for foreign carriers operating in this country. The 
current freeze, however, imposes a presumption of guilt based upon national origin: 
no matter how safe the Mexican trucking company, it cannot get permission to leave 
the border zone. 

Unfortunately, the freeze has perpetuated the current inefficient and congested 
border crossing prod consumption, idle salaried drivers), and greatly affects delivery 
schedules for manufacturing and retail operations on both sides of the border. As 
the agreement continues to increase our bilateral trade with Mexico and Canada, 
the trucking industry faces greater pressures from shippers to expand just-in-time 
delivery throughout North America. By providing just-in-time delivery, carriers can 
significantly reduce shippers' expenses, eliminating expensive warehousing costs 
and other added expenditures associated with maintaining inventories. 

The delay has adversely impacted U.S. shippers and carriers engaged in NAFTA 
trade. Equipment orders have been postponed, contracts have been put off or can- 
celled, and the promise of increased operating efficiencies has been indefinitely de- 
layed. Moreover, the border freeze has delayed resolutions to key U.S. trucking con- 
cerns in Mexico regarding 53-foot trailer use, small package carrier operations, and 
U.S. investments. 


Support for Cross-Border Trucking 

The governors of the four southern border states, and their respective state safety 
enforcement officials, have repeatedly stated that they are fully prepared to enforce 
safety regulations (see Attachment I). In addition to stepped up enforcement, the 
Federal Flighway Administration (FFIWA) and state governments have established 
effective education and media campaigns directed to carriers, drivers, and brokers, 
regarding operating requirements in the United States. 

In a letter to President Clinton in December 1996, on the anniversary of the mor- 
atorium, a diverse and important group of signatories (see Attachment II), made it 
clear that the border opening delay is an issue that affects not just the trucking in- 
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dustry and the border states, but all those manufacturers In various states that de- 
pend on trucking to export their products. The freeze on cross-border trucking af- 
fects the overall productivity and competency of NAFTA. 

The signatories, who urged an Immediate end to the border delay. Included: 

• American Automobile Manufacturers Association 

• American Textile Manufacturers 1 nstitute 

• American Trucking Associations 

• Commercial Vehicle Safety Alliance 

• Council of the Americas 

• National Association of Manufacturers 

• National Foreign Trade Council 

• National Industrial Transportation League 

• National PrIvateTruck Council 

• U.S. Chamber of Commerce 

• U.S. Fllspanic Chamber of Commerce 

• U.S. -Mexico Chamber of Commerce 

The Commercial Vehicle Safety Alliance (CVSA), an organization representing 
motor carrier safety enforcement officials from every state In the United States, as 
well as Canadian and Mexican members. Is playing an Important role In training 
U.S. and Mexican Inspectors to Inspect trucks crossing the U.S. -Mexico border. 
CVSA has been Instructing Mexican Inspectors to apply standards equivalent to 
those established under the North American Vehicle I nspectlon Standard, which has 
been used for some time In Canada and the United States. According to officials 
from CVSA, "the safety training of Mexican Inspectors should ensure that Mexican 
commercial vehicles which cross the border meet the U.S. safety standards." 

Conclusion 

The U.S. trucking Industry, shippers and the American consumers that we serve 
have already seen considerable benefits from NAFTA, I.e. job creation, opening of 
new markets for U.S. goods and services, business expansion opportunities, reduc- 
tion In tariffs, and Increased production efficiencies. Although NAFTA has proven 
beneficial to U.S. Industries and consumers, the U.S. Government's decision to delay 
cross-border trucking service has unduly penalized not only the transportation In- 
dustry, but U.S. exporters and Importers alike. 

I mplementatlon of NAFTA's trucking provisions will eliminate a cumbersome, out- 
dated and costly system of moving freight across the border, and replace it with an 
efficient, transparent and safe cross-border trucking process. 

Once the border is opened, we can begin to recognize the full benefits of NAFTA 
and increased trade between the United States and Mexico. Then, we can focus our 
efforts on the many business and practical issues that will arise from the cross- 
border integration process. Those can only be tackled with the goodwill of committed 
trading partners. 
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XiV BORDER GOVERNORS’ 
CONFERENCE 

United States - Mexico 


Decanber IS, 1996 

The Honorable William J. CUnlon 
Presidem of the United Stales of America 
The White House 
1600 Pennsylvania Avenue, N.W. 

Washington, D.C. 20500 

Dear President Clin t on: 

On behalf of the residents of California, Arizona, New Mexico and Texas, we are wriring once 
again to uj^e you to uphold the spirit and intent of the North American Free Trade Agreement 
(NAFTA). 

According to the ptervisioas of this agreemeat to wiadi you are a signatory, trans-border trucking 
was to have b^un one year ago throughout the United States-Mexico border stales. Your 
administiation’s unilateral delay in implementing tins piovisioo has inhibited the economic growth tire 
NAFTA natioas had expected to achieve by now. This trans-border trucking delay robs the entirBU.S.- 
Mcxico border region of the full economic benefits that NAFTA promises. 

This past year has seen a significant increase in the capability and opoaiioos of motor cairier 
safety enforcement. Remarkable levels of cooperarion among federal and state regulatory and 
enforcement agencies have prepared fcr the opening of OUT borders. Theiefbre, we see no reason &r 
any further delay, and urge you to order the full implementation of NAFTA. 



Fife Symington Pete Wilson 

Governor cf the State of Arizona Governor of the State of Califomia 
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December 18, 1996 


The Honorable William J. Clinton 

President 

The White House 

1600 Pennsylvania Avenue, N.W, 

Washington, D.C. 20500 

Dear President Clinton: 

One year ago today, the Administration announced a freeze on implementing the 
crossborder trucking provisions of NAFTA. Today, vve still face a serious policy logjam. 
Your leadership is needed to find a fair and swift solution to this vital trade issue. 

Mr. President, you courageously supported N,^FTA in your first term because you 
knew it was good for America - good for the economy, good for business, and good for 
consumers. The NAFTA partnership is essential to our nation's future. 

The freeze on crossborder trucking is not just a trucking issue. With over 85 
percent of U.S. -Mexico trade moving by truck, NAFTA's overall success hinges on 
efficient crossborder trucking operations. Continued imposition of the freeze has strained 
our relations with Mexico, stymied resolution of other essential bilateral transportation 
issues, and denied the United States the benefits of expanded trade. 

Like you, we are committed to moving traffic safely on our nation's highways and 
across our borders. However, the safety argument used to delay the border opening was 
based upon unsupported claims. Since the delay, state enforcement officials and the 
governors of the four Southern border slates have said they are fully prepared to enforce 
the nation's safety regulations. 

NAFTA promised to bring North American trade into the 21st century. You 
helped build the bridge that can bring us there. Now we are counting on your 
leadership to let us cross. Thank you for your help with this important matter. 


Sincerely, 



Edward E|nmett 

President President 

American Trucking Associations National Industrial Transportation League 
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Pfiilip- A. Vasquez 
President 

Commercial Vehicle Safety 
Alliance 



% I bertC. Zapan ta 
Executive Vice President 
U.S. -Mexico Chamber of Commerce 





Jose Niiio 
President & CEO 
U.S, Hispanic Chamber of 
Commerce 



Ambassador Everett E. Bfig^ 
President 

Council of the Americal 


Cl 


c. 


jerry J. jasjnji 
Pcgsfaent 

National Association of Manufacturers 


Andrew H. Card, jr. J 

President & CEO ^ 

American Automobile Manufacturers 
Association 






Gene S. Bergoffen 

President & CEO 

National Private Truck Council 


Richard L. Lesher 
President 

U.S. Chamber of Commerce 


Carlos Moore 



National Foreign Trade Council 


Statement of Border Trade Alliance, San Diego, California 

The Border Trade Alliance (BTA) was founded in 1986 and consists of individuals, 
entities and companies which live and do business along with U.S. Southwest bor- 
der. The BTA is a long-standing grassroots organization dedicated to facilitating le- 
gitimate trade and commerce along the U.S./Mexico border. Over the past decade, 
our agenda has consistently focused on trade facilitation, NAFTA, fast track, trade 
expansion, border infrastructure and environmental issues, and industrial and eco- 
nomic development. We have positioned ourselves as a resource for industry and 
government in addressing these issues, and want to work closely with the leader- 
ship in both Washington, D.C. and Mexico City to improve trade and commerce in 
the Americas. 

As such, our members have a unique perspective about life at the Southwest bor- 
der. Because our members live and work in the region, we have seen the best and 
the worst of the relationship between the U.S. and Mexico. As such, we know the 
benefits which have been derived from the North American F ree Trade Agreement 
(NAFTA). NAFTA has brought attention to the U.S. border region in a way that pre- 
viously was sorely lacking. Unfortunately with that heightened attention has also 
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come these with parochial perspectives whose sole purpose is to advance their politi- 
cal agenda, regardless of whether the information given out is accurate. 

Introduction: 

As a group, we recognize the many problems which exist on both sides of the bor- 
der. But we also recognize the advantages which are derived from the spirit of 
NAFTA, as well as the agreement itself. Much of the opening of the Mexican market 
derives from Mexican government officials acting in the spirit of NAFTA, rather 
than its letter. The dramatic increase in U.S. exports and the hundreds of thou- 
sands of direct trade-related jobs are evidence of the heightened economic integra- 
tion between the U.S. and Mexico. A benefit of this integration is the increased com- 
petitiveness the U.S. is enjoying in the global marketplace. 

Our challenge to those who contend NAFTA is a bad idea is simple. Rather than 
destroying NAFTA— an agreement in its infancy that has yet to be fully imple- 
mented— let us make it work properly. We should look to realize its potential, not 
undercut its benefits. If we need to reinvigorate adjustment assistance for U.S. in- 
dustry and business or training programs for displaced workers, we should do so. 
If we need the NADBank and the BECC to become more active, we should press 
for these things to happen. If we are concerned about labor issues in Mexico, the 
labor side agreement should be made to work more effectively. If there are environ- 
mental issues of concern, they should be brought before the existing trilateral com- 
mission. It helps no one to tear down an agreement that has already brought impor- 
tant benefits to the people and businesses of this country. 

We cannot sacrifice the economic competitiveness of the United States and the 
livelihood of our citizens to conjecture and acrimony. As a free, democratic and 
market-driven country, we have the flexibility to compete internationally and to set 
the pace in foreign affairs. We must not sacrifice our country's natural role to paro- 
chial interests and speculation. 

Offshore manufacturing is a reality of the global marketplace in which we all live. 
American companies will continue to uncover the most competitive advantage for 
their businesses as long as the U.S. remains a free market economy. Can theAmer- 
ican government deny companies the opportunity to compete internationally? Clear- 
ly, the answer is— no! Given the ever-expanding anti-trade, anti-NAFTA rhetoric 
which seems to be the theme of this Congress, how are the American people to in- 
terpret the quickness to criticize and the apparent unwillingness to seek real and 
lasting solutions? It seems the popular political notion is to blame NAFTA for every- 
thing that is wrong in this country, whether or not the issue really has anything 
to do with NAFTA. Do members really intend to ask, in effect, that the U.S. place 
restrictions on capital movement and competition? What is the message? surely it 
cannot be U.S. protectionism! Shrinking from our natural leadership role in the 
world will simply defeat the ability of the U.S. to overcome the inevitable competi- 
tion that will occur from our trading partners. 

We concur that NAFTA has not been completely honed and polished. But let us 
be clear. As the agreement's critics work to cast blame on NAFTA, they are at the 
same time prohibiting it from being fully realized. Our members notice this trend 
particularly in such areas as binational trucking, infrastructure, anti-dumping rul- 
ings, and the perpetuation of non-tariff trade barriers (such as the tuna embargo 
and the tomato anti-dumping suspension agreement, both of which are highly con- 
troversial). The United States is not allowing the NAFTA to be fully implemented. 
As a nation, we are criticizing an agreement that has not even taken full shape. 
It cannot be fully realized until we, as a nation, commit ourselves to the idea of free 
trade and the inevitability of the global marketplace. 

Globalization of Trade 

The fundamental issue driving globalization is industrial competitiveness, i.e. the 
ability to place product in the marketplace at a price equal to or better than that 
of a competitor. Price is nothing more than the sum total of the costs of production 
with an acceptable margin for profit. To be globally competitive, then, a country 
must have a total cost of doing business that is attractive to foreign investment. 
NAFTA has contributed to such an environment in the U.S., as is evident from the 
fact that since 1995, foreign investment in the United States has increased from ap- 
proximately $60 billion to approximately $96 billion per year. With this remarkable 
investment increase has come the creation of countless jobs resulting in the lowest 
unemployment rate in this country during the last 25 years. 

For many of the critics of NAFTA, the real concern is plant relocation and the 
resulting dislocation of U .S. jobs. The fundamental cause of these phenomena is not 
NAFTA but rather demand by American consumers. Given relatively fixed incomes. 
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Americans are simply not willing to compromise their standard of living to subsidize 
higher-priced U.S. goods. Which American consumer bought a Zenith television set 
in order to maintain Zenith's presence as a U.S. manufacturer? What American con- 
sumer purchases a product on the basis of its country of origin labeling? NAFTA 
does not purchase products, consumers do. 

Trade Figures 

In 1996, U.S. exports to Mexico reached $72.3 billion— an amount exceeded only 
by exports to Canada and J apan. This figure represents more than the total of U.S. 
exports to the United Kingdom and France combined, and more than double what 
the U.S. exported to Germany. In turn, Mexico imported more goods from the 
United States in 1996 than did the rest of Latin America, accounting for nine (9) 
percent of the total of all U.S. exports. That is to say, 75.4 percent of all Mexican 
imports came from the United States. These figures are a clear indication of Mexi- 
co's importance to U.S. exporters. Moreover, thanks in great part to the tariff reduc- 
tions attributable to the NAFTA agreement, in the first quarter of 1997 alone, Mexi- 
co's imports of U.S. made capital goods (machinery and equipment) amounted to 
$2.3 billion— p 35.7 percent from the same period last year. 

Many critics argue that the current U.S. -Mexico trade deficit is the result of the 
NAFTA agreement. This is simply untrue. Trade deficits between the United States 
and Mexico are linked to U.S. demand and market forces, not to some malfunction 
of a trade accord. For example, in the past two years, our trade deficit with Mexico 
($3.9 billion in the first quarter of 1997) can be attributed primarily to crude oil 
and finished automobile imports from Mexico. In 1996, 78.4 percent of Mexico's 
crude oil exports went to the United States and, by itself, this one commodity rep- 
resented a trade surplus for Mexico of $8.12 billion. Oil imports from Mexico have 
increased sharply for three (3) primary reasons: greater U.S. demand, greater pro- 
duction in Mexico, and higher export prices. Such increases have nothing to do with 
NAFTA but with world prices and global market forces. 

The Maquiladora Industry 

The maquiladora (maquila) program is not a NAFTA program. It is not a U.S. 
manufacturing program. Rather, it is a Mexican program and many of the advan- 
tages that maquilas enjoy will be eliminated because of NAFTA. The program was 
instituted by the Mexican government in 1965 to replace the discontinued U.S. Bra- 
cero Program. Mexico's primary aim in developing maquilas was to assist in indus- 
trializing the country and in developing its infrastructure, workforce, and employ- 
ment base. Clearly, technology transfer has occurred in Mexico, as has workforce de- 
velopment and the opportunity for the employment of hundreds of thousands of 
Mexican citizens (not to mention Americans) in this process. Tijuana, Baja, Califor- 
nia, for example, boasts a one (1%) percent unemployment rate. It is due to the 
maquiladora industry's prosperity that the border region fared better than did the 
rest of Mexico during the economic recession of 1995. 

We could speak volumes about how the maquiladora industry has provided posi- 
tive economic opportunities for both the United States and Mexico. Maquilas have 
brought billions of dollars in direct investment commitments to the U.S. and Mexico 
from around the globe. In particular, the industry has provided stable employment 
opportunities for Mexican and American citizens. 

Maquiladora plants are r^ularly established within the interior of Mexico, and 
in fact, manufacturing has increasingly moved from the border region to the inte- 
rior. The investment climate created by NAFTA has encouraged development and 
an influx of capital to these regions, thereby relieving some of the socioeconomic 
stress on the U.S./Mexico border area. In truth, socioeconomic problems are not en- 
demic to the border region. In fact, conditions on the border are, on the average, 
better than in the interior of Mexico, which is why the border sees such a strong 
movement of people from the interior to its region. In short, for many Mexicans, the 
border offers employment and a better quality of life. 

The Labor and Environment Side Agreements 

The Mexican wage rate is driven by supply and demand. No responsible party in 
Mexico wants to see workers receive a less than fair wage. But the reality of the 
situation is that the country must generate 1,000,000 new jobs per year to fully em- 
ploy the new entrants into its work force. What economy can sustain that level of 
growth? Mexico consequently will remain a low cost production labor force for the 
foreseeable future. 
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The controversy about labor rights still exists regarding Mexico and merits atten- 
tion. Many correctly claim that real manufacturing wages in Mexico in dollars have 
declined— but not because of NAFTA. The cause was the sharp peso devaluation. 
Because of the devaluation, hourly wages between 1994 and 1995 did fall by 33 per- 
cent. Between early 1995 and 1997, however, they increased in average dollar terms 
by 17.1 percent. It is, however, a fallacy to suggest that wages were stagnating prior 
to the peso crisis. In fact, during 1991-4, the manufacturing wage on average in- 
creased 23 percent in dollar terms. 

Frankly, the Mexican worker has more protection under his home country’s labor 
laws than does an American worker in the United States. For example, a Mexican 
worker is guaranteed a number of compulsory benefits under Mexico's labor laws, 
including health care, housing, education, severance benefits, vacation and profit 
sharing. Mexico has a minimum wage requirement which dominates its domestic in- 
dustries. In contrast, the oft-reviled maquilas pay a wage benefit package which ex- 
ceeds Mexico's domestic industry by, on average, 40%. Maquilas provide the best 
wage and benefit packages in the R^ublic. 

When discussing the environment, NAFTA's critics suggest that things have got- 
ten worse rather than better in the border region. This implies that NAFTA is the 
cause of all border ills. There is no evidence to support such an allegation. In fact, 
si nee the beginning of NAFTA’s implementation, as residents of the border, we have 
seen improvements and growth in the realm of environmental concerns, infrastruc- 
ture, quality of life, and in employment opportunities all along our 2,000 mile border 
from San Diego to Brownsville. 

We should not lose sight of the fact that the NAFTA is the very mechanism that 
now allows us to address these issues. Admittedly, the difficulty with both the 
BECC and the NADBank has been that they have been slow to respond to the envi- 
ronmental problems plaguing the area. Because the NADBank lacks the mechanism 
to provide funding at market rates of interest (even for BECC approved projects), 
delay in improvements has occurred, evidencing the single most significant factor 
that complicates the integrity and effectiveness of the NADBank. Projects that re- 
quire investment have of late, however, been clearly identified at the recent U.S. 
Department of Commerce I nfrastructure Summits in San Antonio, Texas. 

The BTA wants to point out, however, that if environmental violations are being 
committed, we should punish the transgressors, not NAFTA. The truth is that 
thanks to the agreement, the stage has been set for a quantum leap in investment 
in environmental programs, such as Tijuana's wastewater treatment plant, and the 
ERA'S funding to the IBWC for work at New River, Nogales, and the Rio Grande 
Valley. Despite their track records, the BECC and the NADBank have, of late, 
stepped up their efforts to be more effective in the border region, offering greater 
assistance in approving new projects for environmental clean-up. 

Drug Trafficking and the Trade of Illicit Narcotics 

A high demand exists in the United States for illicit drugs. This is the painful 
truth that must be addressed when referring to the United States' trade in illegal 
drugs. We as a nation have not successfully eliminated demand, much less made 
a dent in it. Given the relationship between supply and demand, we know that 
where demand exists, supply will follow. 

It is a fallacy to link the demand of U.S. illicit drug consumers and the trafficking 
of illicit narcotics across our borders to NAFTA— an agreement targeted (from a 
U.S. perspective) to opening the Mexican market to U.S. consumer goods and the 
reduction of tariffs between Mexico, Canada, and the United States. NAFTA and 
drugs have no bearing on each other. The problem existed before NAFTA was cre- 
ated and would exist today even if NAFTA did not. Until we tackle the social and 
other problems underlying rampant illicit drug consumption, drug smuggling will 
continue. 

Finally, it should be pointed out that despite searching vigorously through a vari- 
ety of legitimate channels, we are still unable to discover any reliable evidence 
which supports the oft-quoted figure that 70% of all drugs entering the U.S. cross 
the Southwest border. Our discussions with law enforcement personnel inevitably 
lead to the conclusion that drugs will be smuggled into the U.S. by whatever means 
is available— including cigarette boats which pick up 10 kilo lots off our ocean 
swells. 


Conclusion 

Finally, the BTA would like to underscore its support for free trade and for the 
continued implementation of the NAFTA agreement. As a non-profit, grassroots bor- 
der advocacy organization, we work to improve conditions for legitimate trade and 
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commerce in the Americas. We have recentiy testified before the I nternationai Trade 
Commission in support of the NAFTA and have caiied upon numerous members of 
Congress to heip inform U.S. policy-makers regarding the benefits of the accord. We 
extend our expertise and knowledge of the border region and of cross-border trade 
and commerce to the Sub-Committee in the hopes that you will use our organization 
as a source of information and expertise about the Southwest border region. To- 
wards that end, we look forward to working with members on both sides of the aisle 
as the NAFTA story is told. 


Statement of Anita Sheth, Director of Trade Policy, Citizens for a Sound 

Economy 

Good morning. My name is Anita Sheth, and I am the Director of Trade Policy 
at Citizens for a Sound Economy (CSE), a nonpartisan research and education orga- 
nization dedicated to solving public policy problems through market-based solutions. 
On behalf of our 250,000 members nationwide, I thank you for the opportunity to 
discuss the impact of the North American F ree Trade Agreement on the U.S. econ- 
omy. 


The Benefits of Free Trade 

At CSE, we believe that a strong and vibrant free-market economic system offers 
the best hope for creating opportunity and improving the quality of life for every 
American. It is the individual American, and his or her freedom to make choices 
and efforts to pursue those choices, that drives that free-market economic system. 
We believe in preserving America's right to economic choice— economic choice that 
should not stop at the border. As such, we support the right of all American citizens 
to engage in voluntary trade with individuals throughout the world. In preserving 
this right, we are preserving a strong and vibrant free-market economy. 

As governments begin interfering with the free market by imposing trade bar- 
riers, they are in essence determining the winners and losers in the global econ- 
omy— at the expense of the individual, and thus, the economy as a whole. In time, 
those industries with the best lobbyists— not the best prices, products or services— 
are deemed winners by the government. Whenever protectionist policies are imple- 
mented, the losers are the people. They are the ones who are prevented from exer- 
cising their right to choose, and thus end up paying more for inferior goods. 

Protectionists will proclaim loudly that we can't compete with cheap foreign labor, 
or inferior foreign products without lowering our living standards. Yes, if a foreign 
industry can provided a product at a lower cost than an American industry, it di- 
rectly affects that American industry. Flowever, other Americans benefit from the 
cheaper imports. In addition, the money they save allows them to buy other prod- 
ucts, or to invest, creating new jobs in other industries. At the same time, the dol- 
lars foreigners earn from their U.S. sales must either be spent on other American 
goods or otherwise invested in the U.S. economy, also creating new jobs. 

The benefits from exports are most easily visible. But, benefits of free trade are 
not limited to the profits from exports— they include preserving our economic 
strength, fostering economic growth, and improving our standards of living through 
increased purchasing power and higher-paying jobs. Furthermore, free trade has 
played a historically significant role in bringing together the citizens of the diverse 
countries and cultures of the world through peaceful commerce. 

For these reasons, CSE was proud to support the implementation of the North 
American F ree Trade Agreement (Nafta) over three years ago. And today, on behalf 
of CSE, I would like to testify that the impact of Nafta on our economy since its 
implementation on J anuary 1, 1994 has been positive. 

NAFTA, THE Trade Deficit, and the State of the Economy 

The North American Free Trade Agreement (Nafta) is a monumental document 
that enables Americans, Canadians, and Mexicans the right to freely do business 
with each other. Nafta is NOT the cause of cancer, earthquakes, or today's trade 
deficit, for that matter— despite what you may have heard over the past few years. 
Most economists seem to agree that the major factors contributing to the most re- 
cent trade deficits are the strong U.S. dollar, substantial U.S. economic growth. 
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weaker growth in the Pacific Rim, and even seasonai trends.^ Protectionists often 
point to the trade deficit when attacking free trade agreements— bi ami ng it for ev- 
erything from "iost manufacturing jobs" to "a weak U.S. economy." Because the per- 
sistent U.S. trade deficit is thought to be at the very ieast augmented by the impie- 
mentation of Nafta, I wouid iike to emphasize that despite recent high trade defi- 
cits, our economy has done quite weli since the impiementation of Nafta. 

On March 3, 1996, during an appearance on CNN, Patrick Buchanan stated: "Our 
merchandise trade deficit was $175 biiiion (in 1995). For every $1 biiiion, you get 
20,000 jobs. That's 3.5 miiiion American workers who wouid have had good manu- 
facturing jobs if we simpiy had a trade baiance." 

There are two responses to this argument: one theoreticai and one empiricai.^ 
Both show the protectionist approach to be wrong, seif-defeating, even harmfui. 
Whiie the theoreticai support for free trade (which was summarized eariier) often 
gets drowned out by rhetoricai response from those opposing free trade, the empiri- 
cai support for free trade provides ampie reason to avoid a protectionist phiiosophy. 
Aii it takes is a brief iook at the past two decades of economic history to see a num- 
ber of ways in which protectionist arguments faii.^ It aiso becomes evident that 
whiie Nafta's effects are not as significantiy positive as its benefactors wouid iike, 
these effects are certainiy positive— and far from the doomsday predictions of its de- 
tractors. 

Furthermore, at ieast three observations become readiiy apparent. For exampie, 
the number of jobs in manufacturing has not deciined— since iast year or over the 
past 20 years— despite what many have said here. Additionaiiy, trade deficits have 
no reiationship with the ievei of empioyment in manufacturing. Finaiiy, years in 
which the U.S. has run trade deficits have aiso been years of increasing— not de- 
er ea si ng— i ncome for the average American. 

One of the most popuiar myths passed on by the protectionists is that trade defi- 
cits refiect a ioss of jobs, especiaiiy the "good manufacturing jobs" often highiighted 
by many that have appeared before this Commission. And whiie there is an ounce 
of truth in this argument— some jobs in manufacturing do in fact go to other coun- 
tries— new manufacturing positions aiso become avaiiabie in the U.S. In fact, "8 mil- 
lion more Americans are employed today than before NAFTA, including 181,000 
added to the manufacturing ranks."'* 

Moreover, the number of manufacturing jobs has no apparent relationship with 
the existence or relative size of a trade deficit. As shown in Figure 1, the United 
States' trade deficit as a percentage of GDP has varied significantly over the past 
20 years, yet the number of jobs in manufacturing has held fairly steady.^ Given 
this fact, Mr. Buchanan's claims about the number of good manufacturing jobs 
America could have had— and presumably lost to foreigners— is obviously false. 


iRichard Lawrence, "J anuary trade gap hit record," TheJ ournal of Commerce, Mar. 21, 1997, 
p. Al; Helene Cooper, "U.S. Trade Gap Widened in J anuary; Pushed by Growing Deficit with 
China," The Wall Stre^ J ournal. Mar. 21, 1997, p. A2; UPl Staff, "Economist: Deficit Grows on 
US Stren^h," United Press International, Mar. 20, 1997. 

2 Much of this information on the trade deficit is summarized from a more in-depth issue anal- 
ysis: Wayne Leighton, updated by Anita Sheth, "Playing with the Numbers: Why Protectionists 
Are Wrong About T rade." fSl, Citizens for a Sound Economy Foundation, Apr. 30, 1997. 

^From a centuries-long historical perspective, the evidence also supports the theory of free 
trade, and points to protectionism as a source of impoverishment. Embracing free trade has as- 
sisted some of the fastest-growing economies in history, from England in the mid- 18th century 
to Hong Kong in this century. At the same time, ignoring the dangers of protectionism has ac- 
companied considerable economic hardship, with the most famous example being the experience 
of the U.S. and many other countries immediately preceding the Great Depression. 

‘‘Paul Blustein, "NAFTA: Free Trade Bought and Oversold." The Washington Post, Sept. 30, 
1996. 

5|n the graph used here trade deficit data are expressed as a percentage of GDP so as to 
show the relative weight such a deficit had on the economy in a given year. Comparing manu- 
facturing employment and the total trade deficit also shows no reiationship between these two 
measures. 
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Figure 1 


Trade Deficit as Percentage of GDP Compared to Manufacturing 
Employment 



Year 


Trade Deficit as % of GDP -^—Manufacturing Jobs | 


Source: International Trade Administration, U.S. Department of Commerce, 

U.S. Department of Labor. 

The effects of Nafta on the U.S. auto manufacturing industry is one particuiar 
case that deserves further examination. Opponents of Nafta say that hundreds of 
thousands of auto jobs are being iost as a resuit of the trade gap between the U.S. 
and Mexico, which "exists because of Nafta."® However, the U.S. Labor Department 
reports that autoworkers' jobs increased from 833,000 in the year before Nafta's 
adoption to 950,000 today. Considering that the growth in woridwide demand for 
U.S. automotive products averaged a iowiy 1.2% between 1991 and 1996, the addi- 
tion of 100,000 jobs is remarkabie. 

Furthermore, it must be noted that Mexico is recovering from its biggest recession 
in sixty years foiiowing the Peso crisis in December 1994. This resuited in Mexico's 
temporary inabiiity to buy U.S. goods. The iast time Mexico had a currency crisis, 
it took seven years to reach the recovery point they are at today. Why? Nafta iegaiiy 
binds Mexico to keep its markets open. The Mexican response foiiowing a much 
miider crisis in 1981 was to raise tariffs. The U.S. automotive industry was shut 
out of the Mexican market. This time around, U.S. motor vehicie exports were stiii 
doubie their pre-Nafta 1993 ieveis. In fact, the growth of jobs in the auto sector 
couid be attributabie to Nafta. Before 1993, Mexico was a virtuai fortress to U.S. 
automobiies. But American automobiie manufacturers have experienced an expand- 
ing market south of the border at a time when aii other deveioped markets remain 
saturated. By 1996, Mexico imported an impressive 86,000 vehicies, or roughiy 236 
a day. 7 

Despite the fact that manufacturing jobs, even auto manufacturing jobs, are dear- 
iy not in deciine, many feei trade deficits as caused by free trade agreements must 
somehow make us worse off. If not by increasing unempioyment, then in some other 
way trade deficits impoverish the average American. However, this opinion refiects 
nothing more than the marketing success of those who push protectionist poiicies. 

Empioyment in manufacturing has heid steady for two decades— dispeiiing Mr. 
Buchanan's daim of job iosses. In fact, overall employment has done even better, 
rising almost every year during this same time period. The Department of Com- 


®J ohn Lippert, 'Troublesome Auto Trade Gap Growing." The Arizona Rqoublic, p. El, Apr. 
1, 1997. 

^'Willard Workman, Prepared Statement before the House Committee on International Rela- 
tions, Subcommittee on International Economic Policy and Trade Subcommittee for Hearing on 
Report Card on Nafta. Mar. 5, 1997. 



247 


merce reports that the total number of non-farm jobs grew over 50 percent from 
1976 to today. 

Of course, a 50 percent increase in jobs is less significant if the total number of 
workers grew even faster. We should, therefore, consider these changes in context. 
And perhaps the best way to compare the number of working Americans to the 
number of available workers is to look at the overall rate of unemployment. 

The level of unemployment in the country over the past twenty years has varied 
from five percent to a little under ten percent. While this is a fairly wide range, 
the variation itself has little if anything to do with trade deficits. If trade deficits 
destroy jobs, then we should see high rates of unemployment— either immediately 
or within a short period of time— whenever trade deficits become a larger part of 
the overall economy. As demonstrated in Figure 2, no such relationship exists. On 
the contrary, a nearly opposite correlation seems to take place. And unemployment 
since the implementation of Nafta has remained under 6.5%. Trade deficits have 
often been a large part of the economy at the same time unemployment has been 
falling. In short, high levels of unemployment do occur, and they do cause economic 
hardship. But they are not the result of trade deficits or trade agreements. 

Figure 2 


Trade Deficit as a Percentage ofGDP Compared to 
Unempioyment Rate 



Years 


-Trade Deficit as % ofGDP 


.Unemployment Rate 


Source: International Trade Administration, U.S. Department of Commerce, and Bureau of 
Labor Statistics, U.S. Department ofLabor. 


If trade measures don't hurt employment, how about other measures of economic 
well-being such as income? There is a certain anxiety today about incomes and the 
ability of one or two wage-earners to support a family. Many have claimed large 
trade deficits that resulted from Nafta play a role in explaining this anxiety. 

Yet, while large trade deficits may make people feel anxious, they do not make 
the average family worse off. In fact, as shown in Figure 3, years with the highest 
real family incomes have often been years with relatively large trade deficits.® This 
does not, of course, mean that large trade deficits are the cause of an increase in 
family incomes. Flowever, it does show that trade deficits have not decreased family 
income, as protectionists claim. 


^Median family income represents that income level at which half of all families earn less 
than this amount and half earn more than this amount. By focusing on median instead of mean 
income, we avoid biasing the estimate with very large earnings by the highest earners. Also, 
the correlation between high median family incomes and a high nominal trade deficit is much 
like that between high incomes and a large trade deficit as a percentage of GDP. As before, we 
simply focus on the relative weight of a trade deficit instead of an absolute value. 
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Figures 


Trade Deficit as a Percentage of GDP 
Compared to Family Income 



Years 


.Trade Deficit as % of GDP ^ Median Family Income 
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Source: international Trade Administration and Bureau of the Census, U.S. Department of 
Commerce. 


Trade, and NAFTA, Lead to Prosperity 

Protectionist arguments fail because they focus on the wrong things. The fact is 
that the size of the U.S. trade deficit has little if anything to do with the sources 
of economic prosperity. Employment, income, and other measures of well-being are 
in the long run directly affected by the decisions made by individuals and their gov- 
ernment. For example, high levels of saving and investment, as well as quality edu- 
cation, all tend to promote economic prosperity. Practicing protectionism so as to 
limit trade deficits does not. 

But does trade itself really matter very much? Do we need it to prosper? The an- 
swer is yes. While no single source accounts for our economic well-being, there is 
a definite, positive relationship between the level of trade and the total amount of 
goods and services enjoyed by— and income of— the average American. And without 
a doubt, Nafta has increased the level of trade in this country. In their report on 
U.S. J obs and Nafta, the U.S. Department of Commerce noted that "During Nafta's 
first two years, U.S. goods exports to our Nafta partners were up by 22%, or nearly 
$31 billion to $173 billion. Moreover, the growth in U.S. goods exports to our Nafta 
partners accelerated in 1996 by 34%." Not just the trade deficit, but the level of 
trade itself has. Specifically, as trade with other countries has become a larger part 
of our economy, per capita income has risen at a brisk pace. Figure 4 illustrates 
this relationship. 

For the average American, personal income has risen steadily over the past two 
decades, and trade has risen to become an even larger part of our economy, from 
under 15 percent of our GDP in 1976 to over 25 percent today. Thus, as we have 
purchased more from and sold more to other countries, we have been able to enjoy 
more goods and services for ourselves. At the same time, the income of the average 
American— and the ability to purchase goods and services— has also increased. Per- 
sonal income has steadily risen ever since Nafta's implementation, and at a rel- 
atively higher rate. Over the past 20 years, per capita disposable income (adjusted 
for inflation) has risen from just under $13,800 to over $18,700 per year. Fre- 
quently, the largest increases in income have accompanied large increases in the 
level of foreign trade— and these can be traced to Nafta. Again, while this does not 
show trade to be the one and only factor affecting economic well-being, it does dem- 
onstrate that trade is an important part of a healthy and growing economy. 
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Figure 4 


The Relationship Between Trade, 
Consumption, and Income 



.Trade as % of GDP 


.Disposable Personal Income . 


.Consumption 


Source: Foreign trade as a percent of GDP represents author’s calculations from data by the 
International Trade Administration, U.S. Department of Commerce, with foreign trade 
expressed as the sum of exports from and imports to this country. All other data from 1996 
Economic Report of the President. 


Conclusion 

The fact is, that trade deficits are a grossiy inaccurate way of determining the 
competitive performance of a nation in the giobai economy. The U.S. deficit has been 
rising iateiy in iarge part because the U.S. economy has been considerabiy stronger 
than those of its iargest trading partners (two out of the top three trading partners 
being Mexico and Canada). This has caused Americans to draw in greater amounts 
of imports. What shouid be noted is that America's high trade deficits are not the 
resuit of an inabiiity to export. Moreover, Nafta has increased our abiiity to export. 
The resuits: the United States has been increasing its exports at an average rate 
of 10% per year for six years— considered phenomenai for as mature and iarge an 
economy as America's. 

The rhetoric of trade protectionists faiis to conform to the reaiity of the market- 
piace. Running a trade deficit does not cost America jobs, nor does it hurt the aver- 
age famiiy. The number of manufacturing jobs in this country has been holding 
steady, the total number of jobs has been growing consistently, and the disposable 
income of the average individual has continued to rise— all during a time in which 
the trade deficit has been positive, often quite large, and during which Nafta has 
been in effect. 

Moreover, hysteria over the nearly record-high trade deficits in 1996 and 1997— 
especially the claim that millions of "good manufacturing jobs" relocated abroad— 
is unwarranted and unnecessary. The fact is that the number of jobs in manufactur- 
ing has fluctuated little over the past five years— during which we have had some 
of the largest trade deficits in recent history. Total employment grew even more sig- 
nificantly, and other measures of economic well-being showed promising results as 
well. 

Perhaps most importantly, protectionists forget that international trade— which 
can create either a deficit or a surplus— plays a critical role in our economy. This 
point is too often overlooked by those who would "protect" our domestic interests 
through trade barriers and other restrictions. Increasing our trade through Nafta 
has allowed for an increase in our own standard of living. Following a protectionist 
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philcecphy would directly threaten this important economic benefit. At the same 
time, such protectionism would do nothing to promote the good jobs protectionists 
say they can bring us. These jobs— like the quality of life of all Americans— are not 
threatened by Nafta, they are improved because of it. 

The Subcommittee on Trade of the Committee on Ways and Means has provide 
a valuable service by attempting to review the effects of the North American Free 
Trade Agreement on the U.S. economy and its industries. I believe, and hope my 
participation substantiates, that those effects have been positive. 


Statement of Stephen P. Dees, Farmland Industries, Inc., Kansas City, 

Missouri 

On behalf of the farmer-owned Farmland System, I would like to commend you, 
Mr. Chairman, for holding this hearing to review the North American Free Trade 
Agreement (NAFTA). I am Steve Dees, Executive Vice President, Corporate Rela- 
tions, Communications and International Services for Farmland Industries, Inc. 

Farmland Industries, Inc. is the largest farmer-owned cooperative in North Amer- 
ica with over 1,400 local cooperative members, serving 500,000 farmer-rancher fami- 
lies in 22 Midwestern states, Mexico and Canada. Also, more than 13,000 livestock 
producers are direct members of Farmland, marketing their hogs and cattle. It is 
this network of farmers, farmer-cooperatives and Farmland— and the many people 
who work for them— that make up the Farmland Cooperative System. 

Fleadquartered in Kansas City, Missouri, Farmland manufactures and distributes 
to its farm cooperative members agricultural inputs, including petroleum, crop pro- 
duction and feed. Domestic and international marketing opportunities are provided 
for our member-owners' agricultural outputs, including the slaughtering, processing 
and marketing of pork and beef, and grain processing and marketing. The Farmland 
System conducts business in all 50 states and more than 70 countries. Farmland 
employs over 15,000 people in 185 locations in the United States. 

The future economic well-being of American agriculture is closely tied to our com- 
petitiveness in an expanding global market. The importance of trade to the future 
of American agriculture has been emphasized under the 1996 Farm Bill, with the 
reduction in support to producers from domestic farm programs. US producers now 
depend on exports for over 25 percent of gross receipts. This is anticipated to be 35 
percent by 2003. 

In response to this globalization. Farmland Industries has developed business 
strategies that reflect a strong commitment to expanding world markets. The farm- 
ers and ranchers who own the Farmland System are very much involved in expand- 
ing international markets. In the past six years, our international sales have grown 
from less than $200 million to over $4.1 billion. We believe US policy must also be 
dedicated to the expansion of global markets. 

Within the Farmland System, one of the most discussed policies of the United 
States is the North American F ree Trade Agreement (NAFTA). Farmland strongly 
supported ratification of NAFTA by the US Congress and was a key element in or- 
ganizing support from the agricultural community for the November 1993 ratifica- 
tion. We recognize that the controversy surrounding NAFTA will have a major im- 
pact on any future free trade initiative of the US. In turn, we recognize that nego- 
tiating and modilying existing agreements and establishing new agreements is criti- 
cal to our competitiveness. 

As I see it, two important questions are being asked as part of the debate: has 
NAFTA worked for the farmers, ranchers, employees and families of the Farmland 
system and for American Agriculture?; and should the Administration be granted 
authority— under conditions similar to those used to negotiate NAFTA— to begin 
talks regarding new or expanded trade agreements? 

Farmland's farmer ownership and our focus on international markets give us a 
unique perspective on the impact of NAFTA on American agriculture. 

As we begin the fourth year of NAFTA, some important observations can be made: 

• Farmland has benefited from increased access to the Mexican market. The mar- 
ket opening agreements contained in NAFTA have been especially important to 
sales of grain— wheat, corn and soybeans. In 1993, our grain sales were around 
300,000 metric tons. In Farmland's 1996 fiscal year, we sold 1.9 million metric tons 
and this year we are well on our way to selling substantially more than 2 million 
metric tons (Reference chart 1). NAFTA provided for initial elimination of liscencing 
requirements phased in quota and tariff reductions. Combined with the potential de- 
mand, these measures make Mexico a most important market for U.S. grain produc- 
ers. 
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Farmland & Mexico 


Chart 1 


Farmland’s US Grain Sales to Mexico 
in US $000 
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• Our value-added marketing into Mexico has shown and continues to show great 
promise. Sales of products from our subsidiary National Beef Packing Co. have near- 
ly doubled in two years, going from $14 million in 1994 to $28 million in 1996. Simi- 
lar results for Farmland Foods, our pork operations, have been achieved: in 1993 
Foods sales to Mexico were about $1,700,000; in Fiscal Year 1996 Foods sold over 
$3,500,000 of products in the Mexican market. Through seven months in 1997, we 
have almost reached that same level ($3.0 million). Likewise, large animal feed and 
pet food sales have improved and are the focus of an aggressive plan for expansion 
(charts 2&3). The tariff and quota reductions incorporated in the NAFTA are critical 
to our expanded marketing of pork and beef. 

Farmiand & Mexico Chart 2 


Farmland’s Beef Sales to Mexico 
in US $000 
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Farmlmid & Mexico 


Chart 3 


Farmland’s Foods & Feed Sales to Mexico 
in US $000 
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• The Mexican market, due in iarge part to the impact of NAFTA, is so important 
and promising that Farmiand is participating in the improvement of the infrastruc- 
ture supporting Mexico's food and agricuiturai sector. We have estabiished or are 
in the process of compieting investments in refrigerated distribution, meat process- 
ing, and animai feed manufacture. 

• In response to the opportunities supported by NAFTA, Farmland has extended 
service to new members in both Mexico and Canada. An expanded membership base 
benefits all by adding to the efficiencies of our cooperative supply and marketing 
services. 

• In total. Farmland has enjoyed an increase in total sales to Mexico from less 
than $50 million in 1992 to nearly $450 million in 1996. As a result, Mexico has 
become a key for our international marketing plans (chart 4). 

Fariwiand & Mexic* Chart 4 
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of American agricultural products, as evidenced by its import of American grain and 
oil seeds over the last few years (chart 5). In 1996, at a time of continued recovery 
of the Mexican economy, US agriculture had a positive balance of trade with Mexico. 
US exports of agricultural products— at $3.5 billion— were $1 billion more than im- 
ports from M exi CO i n 1996. 

Farmiand & Mexico Chart 5 


Total US Grain Exports to Mexico 
(1,000 MTs) 



• The protein consumption of the average Mexican is far below the levels for the 
United States. We know from past experience, particularly the period before the last 
economic crisis, that as the economic condition of the Mexican consumer improves, 
that consumer spends more money on meat, eggs, and dairy products. As Mexico 
is coming out of its crisis now, we see nothing but increasing importance of this 
market to our members. 

At Farmland we have also drawn some important conclusions about new or ex- 
panded trade agreements: 

• I nternational trade is becoming more and more important to the US farmer and 
to the US economy. US agriculture's export dependence is rising. Improving produc- 
tivity and slow growth in domestic demand means agriculture's future prosperity 
rests with a rising export market. US agriculture holds first place as largest contrib- 
utor to the US Merchandise Trade Balance in 1995 and in 1996. Our agricultural 
exports totaled over $58 billion in 1996! 

• Increasing farm exports are very much a function of increased economic well 
being in developing countries with large populations. Since the economic crisis of 
1995, Mexico has used expanded trade with the US and Canada as an important 
tool in an impressive recovery. The Mexican overall trade balance went from an 
$18.5 billion deficit in 1994 to a $7.1 billion surplus in 1996. Because of the recovery 
of the Mexican economy in 1996, when GDP grew 4.5 percent, US exports to Mexico 
are 20 percent higher than before the peso crisis and 35 percent higher than before 
NAFTA. 

• Since the US ratified NAFTA, new r^ional and bilateral free trade agreements 
have been aggressively pursued by our neighbors and in promising agricultural mar- 
kets. From our perspective, the most important new agreements are the Canada/ 
Chile agreement, the South American Southern Cone (MERCOSUR) and Association 
of South East Asian Nations (ASEAN). Equal access to these important growing 
markets is important to the future of US agricultural trade. We are concerned that 
the US may not be adequately represented at the negotiating table on new agree- 
ments since "fast-track" expired with the approval of NAFTA. 

While the first three years of NAFTA show that the integration process between 
the US, Canada and Mexico will not be a smooth, straight path, U.S. agriculture 
has benefited strongly from expanded trade opportunities. While there have been 





254 


some surprises and with respect to some specific issues, some disappointments, on 
baiance the trade agreement has worked weii to remove barriers and increase trade. 
We must insist on aggressive, but fair enforcement of the terms of the Agreement, 
but we must aiso recognize that as trade opens up, that means opportunities for aii 
of the countries invoived. There wiii be increased trade opportunities for the Mexi- 
cans and Canadians as weii. Most importantiy, iet's keep the big picture in mind. 
From our standpoint, iooking at the iarger interests of American producers as a 
whoie, our dear answer to the question, "Does NAFTA work?" is yes, emphaticaiiy. 

I n summary, we are convinced that the Farmiand Cooperative System and US ag- 
ricuiture in generai has, and wiii continue to benefit from expanded opportunities 
that resuit from the reductions in trade barriers accompiished with new trade agree- 
ments. Those benefits inciude the creation of jobs and a stronger agricuiture and 
rurai economy here in the United States. We encourage and support further efforts 
by the US government to expand and maintain our opportunity in the North Amer- 
ican, Flemispheric, and giobai marketpiace. Farmiand continues it's endorsement of 
NAFTA and encourages the re-estabiishment of "Fast Track" trade negotiating au- 
thority. 


Statement of J im C. Kollaer, President and Chief Executive Officer, 
Greater Houston Partnership 

The Effects of NAFTA on FIouston: Four Years Later 

My name is J im C. Koliaer, and I am the president and CEO of the Greater Flous- 
ton Partnership, the primary advocate for Flouston's business community. The Part- 
nership is dedicated to buiiding economic prosperity throughout the eight-county re- 
gion. The Partnership represents 2,400 member companies which empioy about 
500,000 Floustonians, or one-third of the work force. Partnership members range in 
size from smaii one-and two-person firms to muiti-nationai corporations. 

The North American Free Trade Agreement, signed into iaw in 1993, has been 
a resounding success for FIouston. The benefits of freer, less expensive trade be- 
tween the FIouston region and Mexico resulted in many new joint business ventures, 
increased imports and exports, and many morejobs for Floustonians. 

Between 1993 and 1996, air cargo to and from Mexico has increased 19.5 percent, 
sea trade has soared 105 percent and exports from FIouston to Mexico havejumped 
28.2 percent. Air passengers to and from Mexico through George Bush Interconti- 
nental Airport/FI ouston increased 30.9 percent during the same period. And, Flous- 
ton companies trading with Mexico grew from 17 percent in 1993 to 23 percent in 
1996. (See Addendum One) 

FIouston is historically bound to Mexico and has the cultural, economic and 
infrastructural base to develop these relations into a pre-eminent position as the 
U.S. gateway to this important market. Mexico's significant role in Flouston's econ- 
omy is more easily understood if it is remembered that Mexico City is closer geo- 
graphically to FIouston than to Chicago. 

Increased Representation 

A delegation of FIouston business leaders became the first group to officially visit 
Mexico following approval of NAFTA by Congress. The delegation, organized by the 
Greater FIouston Partnership, traveled to Mexico on Nov. 22, 1993, to congratulate 
Mexican President Salinas de Gortari and other high-ranking government officials 
of Mexico on the successful ratification of NAFTA. A delegation from FIouston also 
was present for the inauguration of President Ernesto Zedillo Ponce de Leon in De- 
cember 1994. 

Mexico has extensive official government representation in FIouston including: 
Consulate General of Mexico and a special trade section within the Consulate Gen- 
eral, 

Mexican Government Tourist Office; Banco Nacional de Mexico; Casa Guerrero, 
a permanent office representing the State of Guerrero; and Casa Oaxaca, a trade 
office that promotes business ties between FIouston and Oaxaca. 

Business and cultural relations are also fostered through numerous organizations 
in FIouston including the FIouston FI i span! c Chamber of Commerce and the Institute 
of Flispanic Culture. The Greater FIouston Convention and Visitor's Bureau and the 
Texas Department of Commerce both maintain offices in Mexico City. FIouston is 
a partner city with Monterrey. 

The University of FIouston has more than 75 different international initiatives, 
and Mexico accounts for roughly one-third of the total. For example, the Ministry 
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of Tourism and the University's Conrad N. Hiiton Coliege of Hotel and Restaurant 
Management have an agreement covering joint research, student exchange and 
training programs. 

In 1993, when the Houston International Festival featured Mexico, 800 business 
p^le from both sides of the border attended the Partnership's "Doing Business 
with Mexico" seminar. That effort was continued in 1994 when Houston hosted the 
Trilateral Conference of Chambers of Commerce of North America. 

The investment Mexico and the U.S. are making in each other continues. In Octo- 
ber 1997, the U.S. Hispanic Chamber of Commerce will hold its national convention 
in Houston with a specific focus on trade with Mexico. Also in October, the "Access 
Mexico Energy Symposium '97" will focus on government policies and industrial 
strategies within the energy sector which approximately 500 business people from 
both countries are expected to attend. 

In April 1997, the first Access Mexico Trade and Investment Conference, hosted 
by the Greater Houston Partnership and the Consulate General of Mexico, attracted 
more than 600 participants. The two-day event attracted five Mexican state gov- 
ernors and corporations interested in generating business in some of the areas out- 
side of Mexico City, including the states of Nuevo Leon, Tamaulipas, San Luis 
Potosi, J alisco, Veracruz and Mexico. More than 800 one-on-one meetings were held 
during Access Mexico '97 where $40 million in business deals were negotiated. 

Houston hosted the 1996 Cuatro Caminos International Trade Show and Con- 
ference, attracting people from all over the world to the city. In 1996, the Partner- 
ship hosted 20 business events focusing on Mexico, including five in-bound trade 
missions, three out-bound trade missions and 14 trade delegations. More than 2,000 
Houstonians and visitors participated in these events. That's up from 1995, when 
the number of trade missions had been one in-bound and five out-bound, and in 

1994, when the Partnership held 10 seminars and briefings. 

More] oint Ventures 

Today, more than 800 Houston-area companies conduct business in Mexico, and 
many Mexican-owned firms operate in Houston. Such firms include Pemex, 
AeroMexico, Banamex, Telmex, Bufete I ndustrial and Cemex. 

Houston, of course, also has strong cultural ties with Mexico. More than 20 per- 
cent of Houston's population is Mexican-American. Based on the latest estimates, 
the Houston metro area has the largest Mexican-American population in Texas, and 
85 percent of Houston's international visitors are from Mexico. 

These cultural ties help create a comfortable operating environment for cross- 
border business, and Houstonians travel to Mexico on a daily basis to conduct im- 
portant business transactions. According to the City of Houston Aviation D^art- 
ment, Houston offers more daily flights to and from Mexico than any other city in 
the United States, except Los Angeles. 

Numerous examples of the Houston region's commitment to strengthening its re- 
lationship with Mexico abound with large and small companies alike. In December 

1995, a group of Monterrey businessmen opened "Beyond the Border," a store fea- 
turing Mexican artisan objects. The store, located in Houston's museum district, pro- 
vides an export market for Mexican hand-crafted and factory made products. 

Hines, a Houston company and one of the country's leading real estate developers, 
recently joined two Mexican firms in the construction of Parque Industrial 
Queretaro, a $50 million, 750-acre industrial park. Funding for the investment came 
from U.S. -based pension funds, the first such major investment in Mexican real es- 
tate development. Hines has had other projects in Mexico, including Del Bosque, a 
large office and residential development in Mexico City's Polanco District. 

Since 1993, Fugro-McClelland Marine Geosciences of Houston has been the pri- 
mary offshore geotechnical consultant for Pemex in the design of offshore oil and 
gas platform foundations. Fugro surveys proposed platform locations, conducts core 
drilling, laboratory analysis, and engineering design to develop foundations rec- 
ommendations for the platforms. 

El Paso Energy of Houston, through its international subsidiary, is a 40 percent 
partner in the consortium building which is a new 700 megawatt power plant at 
Samalayuca. This $650 million plant is being constructed for the Comision Federal 
de Electricidad and will provide power to the State of Chihuahua. El Paso is also 
constructing a 45-mile pipeline to supply gas to the Samalayuca project, Cuidad 
J uarez and Chihuahua City. The line is a joint venture with Pemex. 

Houston's NorAm Energy Corp., the nation's third largest natural gas distributor 
and just purchased by Houston Industries/Houston Lighting & Power, and Mexico's 
Grupo Gutsa S.A., a leading, private construction company, recently formed a joint- 
venture to distribute and market natural gas in Mexico. 
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In August 1995, Houston-based Amoco Pipleine Co., in partnership with Mid- 
America Pipeline Co. and Navajo Pipeiine Co., announced pians to form a joint- 
venture to buiid a pipeline exporting naturai gas iiquids to Mexico. The 300-miie 
pipeline transports naturai gas iiquids from The Hobbs Station in Texas to Ciudad 
j aurez, Mexico. 

Sheli has a three-year-oid partnership between Pemex and its Deer Park Refining 
Company. Sheii is assured a steady suppiy of crude oii, and Mexico is assured a 
market for that crude, aiong with a suppiy of high-quaiity fuel. 'The $1 billion in- 
vested in the new coker there to help process 170,000 barrels of Mayan crude a day 
has been money very well spent," said Philip J . Carroll in an address to President 
Zedillo on August 4, 1997. Shell is also considering an expansion to the coker unit 
to accommodate increased need, according to Carroll. 

Also, Shell Chemical Company's new $100 million Altamira polyethylene plant is 
scheduled to open fall 1997. For the past 40 years. Shell has had an active presence 
in the lubricants and chemical business in Mexico and operates a lubricants blend- 
ing facility in Leon. Shell participated in a public tender offer for the financing, con- 
struction and operation of the largest nitrogen distillation plant in the world. This 
nitrogen will be used to significantly enhance oil recovery in theCantarell Field. 

IncreasedTrade—BySea, By Air 

Texas was the largest state exporter to Mexico in 1996 and Mexico is an equally 
important trade partner for Houston. Mexico is Houston's largest trading partner 
by waterborne cargo, and second largest by airborne cargo. Mexico accounted for 
6.14 percent of international cargo through the Port of Houston in 1996. Total sea- 
borne trade with Mexico totaled more than $2 billion dollars in 1996. (See Adden- 
dum 1 & 2) 

Houston's seaborne imports from Mexico in 1996 were valued at more than $1 bil- 
lion. Leading import products were mineral fuels and oils, organic chemicals and ve- 
hicles. Seaborne exports to Mexico in 1996 totaled more than $948 million. Leading 
export products were mineral fuels and oils, organic chemicals and cereals. 

Mexico is Houston's second largest air cargo trading partner, and is the city's 
leading import origin of air cargo trade. In 1996, air cargo trade between Houston 
and Mexico totaled approximately 9.3 million kilograms, up 18 percent from 1995. 
Imports totaled roughly 6 million kilos, accounting for 64.9 percent of total air cargo 
trade with Mexico. Exports totaled 3.2 million kilos. 

Houston is the second largest U.S. international gateway to Mexico, and as of 
March 1997, offered more flights to Mexico than any other U.S. city except Los An- 
geles. Houston offers 432 non-stop flights a week to and from 12 major Mexican des- 
tinations. Passenger traffic between Houston and Mexico reached 1.6 million pas- 
sengers in 1996, up 18 percent from 1995. AeroMexico, Aviateca and Continental 
Airlines offer scheduled passenger service to and from Mexico. Aeromexpress, DHL 
and United Parcel Service provide air cargo service to Mexico. (See Addendum 3 & 
4) 

MoreJ obs for Houstonians 

According to International Houston: 1997 International Business Directory just 
over 100 Houston firms have offices in Mexico, 774 Houston firms trade with Mex- 
ico, and more than 1,100 firms trade with the countries of North America, including 
Mexico. In addition, 13 Mexican companies have offices in Houston. Current esti- 
mates are that one-third of all jobs in Houston are related to international trade, 
and Mexico is one of Houston's most significant international trade and investment 
partners. 

The relationship between Texas and Mexico has never been better. Export trade 
from Texas to Mexico has grown from $18.8 billion in 1992 to $27.2 billion in 1996— 
a 43.6 percent increase. In fact, Texas enjoys nearly a 50 percent market share in 
trade with Mexico— three times as much as California, which is in second place. 

The Greater Houston Partnership has no doubts about the success of NAFTA. 
Partnership members talk daily about how easier access to trade with important 
partners such as Mexico helps bring prosperity to Houston. The critics are wrong— 
NAFTA works for Houston, and for the United States. 
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Addendum Four 


1996 Houston's Air Cargo Trade with 
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Statement of Peter diCicco, President, Industrial Union Department of the 

American Federation of Labor and Congress of Industrial Organizations 

I wish to thank the Chairman and members of the Subcommittee for the chance 
to express the many concerns of U.S. industriai workers about the North American 
Free Trade Agreement. We beiieve it has been an abject faiiure— not just the miid 
disappointment portrayed in President Ciinton's recent assessment. NAFTA is rea- 
son enough for Congress to r^ect the Administration’s request for fast-track nego- 
tiating authority. 

Less than four years ago, I watched with dismay as members of Congress were 
ied to believe that NAFTA would dramatically increase our exports to Mexico, creat- 
ing new high-tech and well-paid U.S. jobs, while also helping to redress labor and 
environmental problems through side agreements. 

Instead, we have seen the loss of between 420,000 and 600,000 U.S. jobs, based 
on estimates by the Economic Policy Institute and Public Citizen’s Global Trade 
Watch. We have seen economic and political chaos in Mexico that includes a reduc- 
tion in average real wages from about $1 an hour to just over 60 cents an hour. 

NAFTA helped turn a $1.7 billion U.S. trade surplus with Mexico in 1993 into 
a $16.2 billion trade deficit in 1996. Real earnings for American workers, mean- 
while, have remained stagnant. And those side agreements have proven to be noth- 
ing but window dressing— seldom used, impossibly complex and bureaucratic, and 
without any effective enforcement mechanism. 

Back in 1992, many called the opposition of industrial workers "alarmist" and ad- 
vised us to bid "good riddance" to low-wage, low-skill jobs. But many of those half- 
million lost jobs were those of workers with good skills and good pay— many of 
whom now are trying to acquire new skills for jobs that pay far less. 

In industry after industry, high tech and low tech, from the New York Flarbor to 
the Gulf Stream waters, corporations are abandoning our shores in droves, enticed 
by cheap labor and duty-free imports back into the United States. 

The evidence is in the list compiled by the U.S. Department of Labor of jobs cer- 
tifiably lost as a result of NAFTA. Many are in high-tech manufacturing, from aero- 
space and auto parts to electronics. Of the hundreds of thousands of workers who 
have qualified for trade adjustment assistance under the NAFTA-TAA program, 
many were employed by such companies as Flughes Aircraft, Diesel Recon Co., Gen- 
eral Electric, Thompson Multi Media, Marshall Electronics, ITT Flancock Engi- 
neered, Emerson Electric Co., Black and Decker Power Tools, Teledyne Industries, 
Allied Signal Equipment, Lukens Medical Corp., Occidental Chemical Corp., Lock- 
heed Martin, Bausch and Lomb, Kenetech Windpower, Collegeville I magineering, 
Marconi Technologies, Aquatech, Fairchild Aircraft and Pacific Power and Light. 

We’re losing good jobs and we’re losing good pay. Because employers can threaten 
workers with plant relocations in low-wage countries like Mexico, workers have lost 
much of their bargaining power. The result has been a continual downward pressure 
on U.S. wages. In addition, the threat of plant closures has had a chilling effect on 
workers’ efforts to form unions, according to a study by Cornell University’s Kate 
Bronfenbrenner, who found that 10 percent of union organizers she interviewed in 
1996 reported that the employers directly threatened to move to Mexico if the work- 
ers voted for a union. 

American industrial workers are the most productive in the world and are not 
afraid of global competition. But we do not work well with one hand tied behind 
our backs, as is the case when our employers can hold offshore production over our 
heads— both in reality and as a threat. We should not have to compete on the basis 
of the lowest wages in the world. If that is the comparative advantage we are trying 
to gain in the marketplace, we all lose. 

Guess Inc. is a case in point. When confronted by charges that it was running 
sweatshop-like operations in Southern California, and a drive among its workers to 
join a union. Guess decided to shut down and move to M exi co, Peru, Chile and Asia. 
NAFTA and other such fast-trade deals encourage this kind of corporate irrespon- 
sibility, and our nation is worse for it. 

Our world is worse for trade deals that protect the interests of multinational cor- 
porations and global financiers without consideration for environmental standards. 
Look at the U.S. -Mexican border, where lax rules in Mexico have allowed hazardous 
wastes to seep across the Rio Grande. Drinking water in border communities con- 
tain high levels of arsenic contamination, and dangerous ozone pollution in El Paso 
increased from 58 percent in 1993 to 75 percent in 1995. 
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Among the record number of imports coming into the United States from Mexico 
over the past three years are iarge numbers of unsafe trucks, contaminated food and 
iiiegai drugs. NAFTA not oniy is costing us our iivelihoods, but it is endangering 
our iives. 

The probiems that NAFTA has created expiain why a recent opinion poli by Peter 
A. Flart Research showed 69 percent of aii Americans saying the United States 
shouid restrict imports to protect our jobs, whiie oniy 19 percent beiieve that free 
trade agreements create jobs in the United States. A Business Week/Flarris Poii in 
September showed simiiar pubiic skepticism over free trade. When asked if the Ad- 
ministration shouid have fast-track negotiating power, 54 percent of the Business 
Week/Flarris Poii participants said no. 

If the American peopie are against the faiied and fiawed NAFTA, why is the Ad- 
ministration pushing so hard for fast-track authority to extend it? More importantiy, 
why does it want to dose off significant pubiic debate on trade agreements by rush- 
ing them through with oniy an up-or-down vote by Congress? 

In my view, the push to raiiroad these trade deais is coming from muitinationai 
corporations and Waii Street investors who are oniy iooking at their bottom iines 
without seeing the peopie and their communities that may be run over in the proc- 
ess. The giobaiization of capitai has created a dass of internationai robber barons 
who roam the worid in search of weaith, bound by no sense of aiiegiance to country 
or community. 

We're aii for trade with other nations, and we beiieve we shouid negotiate agree- 
ments that iower duties and tariffs to aiiow the movement of goods and services. 
But we beiieve these agreements aiso must address the ruies under which nations 
treat their workers and the environment. Uniess we inciude in the core of our trade 
agreements enforceabie provisions for worker rights and environmentai protection, 
we are setting ourseives up for a race to the bottom— a race that we do not want 
to win. 

Trade agreements offer an opportunity to raise the standards for workers and to 
protect this Earth from expioitation. And they aiso offer an opportunity— if they are 
not being raiiroaded down a fast track— to raise the ievei of pubiic discussion about 
other important issues surrounding trade in the giobai economy. 

I beiieve we must pursue trade poiicy that preserves our industriai base, instead 
of one that promotes the export of American ingenuity and knowhow. By pushing 
U.S. industry offshore, we are heiping Mexico, Chiie, China, and other deveioping 
nations buiid export piatforms. So what if we can buy cheaper goods if we are, at 
the same time, puncturing our middie dass and exiiing miiiions of American work- 
ers to the underciass? 

We must not worsen the probiems we created with NAFTA by quickiy extending 
that agreement to Chiie and other Latin American countries. Congress shouid deny 
the Ciinton Administration's request for fast-track negotiating authority. 


Statement of His Excellency Richard L. Bernal, Ambassador From J amaica 

to the United States 

Thank you for providing me an opportunity to submit testimony on the impact 
of NAFTA on the US/Caribbean trade relationship. 

I . I NTRODUCTION 

This year marks the 15th anniversary of the address in which Ronald Reagan pro- 
posed the Caribbean Basin Initiative (CBI) to strengthen the economic and security 
relationship between the United States and the countries of the Caribbean Basin. 
Congress responded to President Reagan's challenge by enacting the Caribbean 
Basin Economic Recovery Act (PL 98-67) during 1983. Since then, the CBI has stim- 
ulated commercial linkages, promoted the development of a thriving private sector 
in the Caribbean, and created a natural market for thousands of US exporters. In 
many respects, the CBI has been an unqualified success. 

Despite these accomplishments, the CBI is now beginning to show its age as new 
policies are established that eclipse the US/Caribbean partnership or render the CBI 
provisions almost meaningless. The enactment of the North American Free Trade 
Agreement (NAFTA)— although an important first step in the path toward hemi- 
spheric trade integration— is one such policy that has inadvertently eroded Carib- 
bean access to the United States. To understand the full scope of the effect of 
NAFTA on the Caribbean, it is important to first understand the structure of the 
US/Caribbean Basin partnership. 
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II. The us/Caribbean Economic Partnership 

Although many seethe US/Caribbean relationship as altruistic or one-sided, it is 
truly a mutually beneficial relationship. Statistics on regional trade and investment 
flows underscore this point. 

• Presently, the US/Caribbean commercial relationship supports more than 

300.000 jobs in the United States and countless more throughout the Caribbean. 
During the past decade, the US/Caribbean Basin relationship has created more than 

18.000 jobs a year in the United States. 

• The Caribbean Basin is in aggregate now the tenth largest export market for 
the United States, surpassing countries such as France. 

• The Caribbean Basin is one of the few regions in the world where US exporters 
maintain trade surpluses. In 1996, the 11th consecutive year for which the United 
States recorded a trade surplus with the Caribbean Basin, that surplus surpassed 
$1.4 billion. 

• In 1996, US exports to the region passed $ 15.9 billion, resulting in a 170 per- 
cent increase in US exports during the past 11 years. Virtually every state in the 
union has benefited from this relationship. 

• In 1996, US imports from the region reached $ 14.5 billion, completing an 11- 
year growth rate of nearly 120 percent. 

• It is estimated that between 60 to 70 cents of each dollar spent in the Carib- 
bean Basin is spent back in the United States compared with only 10 cents of each 
dollar spent in Asia. 

• When US trading partners are ranked by the US share of their markets, CBI 
countries claim 12 of the top 20 spots. J amaica, which in 1995 purchased 75 percent 
of its imports in the United States, is ranked second and is only surpassed by Can- 
ada. 

The basis of this healthy and balanced trade relationship is a complementarity 
between the CBI economies and the US economy. While the US economy is highly 
industrialized, the CBI countries tend to emphasize more agriculture, raw mate- 
rials, tourism, and, increasingly, labour-intensive manufacture. These economic pat- 
terns are natural catalysts for the trade based-economic growth. 

For example, apparel has becomej amaica's leading manufactured export and has 
grown very rapidly. It has grown because of a complementarity involving the com- 
bination of US capital goods and raw materials being produced with Jamaican 
labour for US companies. The result is the creation of jobs in the textile and ship- 
ping sectors both here and in Jamaica. In addition, this int^rated transnational 
process of production draws upon the strength of both economies to manufacture a 
final product that can be competitive in the US and global market. This equation 
again adds up tojobs, especially through the preservation of jobs and corporate enti- 
ties in the Unites States which could not survive by producing goods entirely in the 
United States. 


III. The NAFTA Imbalance 

As a result of the NAFTA, the biggest issue facing the Caribbean Basin is the 
lack of parity of US market access with Mexico. The CBI has provided a good foun- 
dation, particularly in the era when aid from the United States is declining. It has 
been a good strat^ of trade, and not aid, which has proved more beneficial in the 
long run. But the CBI has several built-in limitations. 

One problem is that, while it liberalizes 90 percent of the trade categories, the 
CBI does not liberalize 90 percent of the actual trade flows, primarily because the 
very goods— such as apparel and footwear— in which the CBI has a comparative ad- 
vantage are the goods that tend to be restricted by US import laws. The paralyzing 
effect of these exclusions becomes more noticeable as CBI economies begin to 
produce products that are not covered by the CBI . In 1996, the annual I nternational 
Trade Commission survey on the CBI reported that average duties paid for CBI im- 
ports rose from 1.9 percent in 1984 to 12.3 percent in 1994. If left unchecked, the 
current CBI formula will have a declining impact on Caribbean economic develop- 
ment. 

In contrast, NAFTA eliminates the duty and quota treatment for these same arti- 
cles, either immediately or over a phase-out period. Under NAFTA, import duties 
were immediately removed on the overwhelming majority— approximately 80 per- 
cent— of Mexican apparel exports to the United States. The remaining 20 percent 
benefits from an accelerated implementation of free trade, with annual duty cuts 
and quota liberalization set to be completed by the year 2000. To be fair, NAFTA 
also phases out the duties on the products for which the CBI countries already enjoy 
duty free treatment. 
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But the result is far from even. Mexico gains parity with the Caribbean countries 
for CBI-covered products, establishing a level playing field for those items on which 
Mexican and Caribbean exporters face no duty. But on the products excluded from 
the CBI, such as textile and apparel products, Mexico gains access to the US mar- 
ket, exceeding that granted to the Caribbean countries. This tilts the playing field 
in Mexico's favor, and gives Mexican exporters a distinct advantage over Caribbean 
exporters. When combined with Mexico's access to cheap energy, lower transport 
costs, greater economies of scale, and low wage rates, this advantage becomes quite 
substantial. 


IV. NAFTA'S Impact on the Caribbean Basin 

Broadly speaking, NAFTA's implementation— and advantages over the CBI — 
poses clear risks for the US/CBI partnership. The elimination of quotas and the 
phase-out of tariffs on Mexican products removes the advantage enjoyed by CBI ex- 
ports to the US market, diverting trade flows from CBI countries to Mexico. Since 
the NAFTA was implemented, there has already been a measurable diversion of 
trade from the CBI to Mexico. Before NAFTA was implemented, the growth rate of 
US apparel imports from Mexico and the CBI region were on par. Three years after 
the NAFTA was implemented, Mexican apparel import growth rates have consist- 
ently outpaced Caribbean growth rates by a 3 to 1 margin. As this trend continues, 
Caribbean market share in the United States will be consumed by Mexican suppli- 
ers. 

Another consequence of NAFTA's implementation has been the diversion of new 
investment. One of the primary indicators has been the fact that in the last 3 years 
there has been a pause in investment in the region, as investors first waited to 
evaluate the NAFTA provisions and then established new operating facilities in 
Mexico, instead of in the Caribbean. This trend, which is now being fully realized, 
was anticipated by the US International Trade Commission, which reported in 1992 
that "NAFTA will introduce incentives that will tend to favor apparel investment 
shifts away from the CBERA countries to Mexico." 

As existing investors begin to source their products out of Mexico, others are rush- 
ing to transfer or close existing productive capacity— particularly in the "foot-loose" 
apparel industries which can easily be relocated— to take advantage of Mexico's 
market access. In many Caribbean Basin countries, NAFTA directly reverses past 
successes of the CBI program, effectively turning back the clock of Caribbean devel- 
opment. Employment is hit particularly hard by this trend, as manufacturers close 
factories and lay off employees. According to estimates by the Caribbean Textiles 
and Apparel Institute, more than 150 apparel plants closed in the Caribbean, result- 
ingin the loss of 123,000 jobs during 1995 and 1996. This trend is particularly dam- 
aging to women, who often look to the textile and apparel sector for their livelihood. 

An erosion of export access to the United States will eventually translate directly 
into a contraction of economic activity in the CBI region. Such a contraction would 
lower regional incomes, and, ultimately, the demand for imports from the United 
States. In such a scenario, US exports of goods and services to the CBI would de- 
cline while regional instability— fostered by a decrease in economic opportunities— 
would rise. J udging from past patterns, the resulting unemployment in the United 
States would be met with an increase in immigration from displaced Caribbean 
workers and a rise in narcotics trafficking. 

V. Caribbean Parity as an Immediate Remedy 

While the long term solution is to determine how to fully integrate Caribbean 
countries— and the specific needs of their smaller economies— into the NAFTA or a 
FreeTrade Area of the Americas (FTAA), a short term solution calls for the leveling 
of the playing field between Mexico and the Caribbean countries. In Bridgetown ear- 
lier this year. President Clinton renewed and unequivocally reconfirmed his strong 
commitment to seek enactment of a Caribbean Basin Trade Enhancement package 
during 1997. 

Over the past few months, and indeed, over the past five years. Congress and the 
Administration have been exploring various Caribbean parity packages to re-impose 
balance between Mexican and Caribbean access to the US market. We were dis- 
appointed that the package was not included in the budget legislation enacted last 
month. There is now some hope that parity legislation could be approved by the end 
of the year. As Congress moves ahead, it should ensure that the legislation on which 
they act encompasses several key principles: 

First, the legislation must cover all products currently excluded from the CBI . As 
the Caribbean economies liberalize, it becomes increasingly difficult to erect artifi- 
cial barriers between product categories. Improving market access for only certain 



263 


textile and apparel products would have a limited effect, and would retain the 
anomalies that encourage unbalanced economic growth. Enacting a comprehensive 
bill, however, is both economically more feasible and symbolically more consistent 
with the notion of free and open trade. 

Second, the legislation must serve as a gateway to the Free Trade Area for the 
Americas. One of the implicit goals of parity is to provide Caribbean Basin countries 
an opportunity to complete the trade liberalization and economic reform steps nec- 
essary for accession to the FTAA. While some countries— such as J amaica— are now 
ready to negotiate either a free trade agreement with the United States or accession 
to a NAFTA, others may need a longer period. The Caribbean trade enhancement 
proposal should provide that transitional period, without locking CBI countries into 
a perpetual state where their trade posture is being slowly eroded. 

Third, any Caribbean trade enhancement proposal must be of a sufficiently long 
duration to provide credibility and certainty, and to help re-establish confidence lost 
in past years. It is now clear that this legislation will require Caribbean countries 
to undertake certain obligations and implement specific measures in order to access 
the full benefits. Such reciprocity makes sense, but only if the reciprocal commit- 
ments are maintained in force indefinitely. 

Fourth, on a related note, the legislation must not impose entrance requirements 
that are insurmountable. The 24 nations of the Caribbean Basin represent diverse 
economies that are at different stages of liberalization. Ideally, the legislation will 
not establish a new set of criteria by which countries can become eligible for the 
benefits, but rather link the enhanced benefits to more rigorous application of the 
existing CBI program criteria. In this way, countries can fully pursue trade liberal- 
ization without being harmed by a break in market access or the sudden resurgence 
of an unbalanced playing field. 


VI . Conclusion 

Countless studies have shown that strong regional economic links are crucial, not 
only in creating economic opportunities throughout the United States and the Carib- 
bean Basin, but also in supporting stable and mutual beneficial security relation- 
ships. In the dozen years since it has been implemented, the CBI has provided a 
key framework of economic development for the Caribbean, and has stimulated 
sound us/Caribbean commercial relations. 

Three years and six months after the enactment of NAFTA, it now becomes im- 
perative to update the CBI framework to rebalance Caribbean and Mexican access 
to the US market. Swift enactment of Caribbean parity legislation will restore that 
balance while benefiting the thousands of US and Caribbean workers who depend 
on this regional trade. Moreover, as a transitional measure, parity will help Carib- 
bean countries prepare themselves to undertake the full disciplines of hemispheric 
trade liberalization. 

Passage of Caribbean parity legislation will simultaneously advance the causes of 
trade liberalization, economic growth, and regional security. Congress should enact 
this proposal as the earliest possible date. 


Statement of Robert R. Miller, President; Christopher M. Bates, Vice 
President, International Operations; and Lynn E. Christensen, Assistant 
Director, International Programs, Motor & Equipment Manufacturers 
Association 

The Motor & Equipment Manufacturers Association (MEMA) is pleased to submit 
this statement on the president's study on the operations and effects of the North 
American F ree Trade Agreement (NAFTA). 

Motor & Equipment Manufacturers Association (MEMA), founded in 1904, exclu- 
sively represents U.S. manufacturers of motor vehicle parts, service tools and equip- 
ment, and automotive chemicals throughout the United States. MEMA represents 
both suppliers of original equipment for all classes of motor vehicles, as well as re- 
placement parts and related products to all major service and distribution channels 
in our industry. MEMA is headquartered in Research Triangle Park, North Caro- 
lina, with supporting offices in Washington, D.C.; Brussels, Belgium; Sao Paulo, 
Brazil: Yokohama, J apan; and Mexico City, Mexico. 

MEMA played a central advisory role to the U.S. Department of Commerce and 
Office of the U.S. Trade Representative during the negotiation of the North Amer- 
ican Free Trade Agreement (NAFTA). The Department of Transportation has estab- 



264 


lished a NAFTA Automotive Standards Council on which MEMA and one of its 
product line groups have been active. 

MEMA strongly supports the NAFTA and the continued engagement of the 
United States in promoting trade and investment liberalization in our hemisphere 
and globally. The NAFTA Agreement has benefitted the U.S. economy and motor 
vehicle products industry, contributing to net employment and output growth. It 
also has helped accelerate the economic recovery of Mexico and has sustained trade 
liberalization following the December 1994 financial crisis in that country. 

The Canadian and U.S. motor vehicle and parts industries have continued to pros- 
per under the NAFTA and Mexico's auto sector is rebounding steadily since the De- 
cember 1994 peso devaluation. Since the NAFTA went into effect, production of 
motor vehicles grew 8% in the United States and 7% in Canada. Motor vehicle pro- 
duction in Mexico hit a new peak in 1996 after decreasing in 1995. Employment in 
vehicle assembly and auto parts manufacturing has shown double-digit growth in 
the U.S., is rising after falling initially in Mexico, and has not lost ground in Can- 
ada. U.S. sales of cars and trucks rose during the 1993-1996 period, with trucks 
recording a 15% growth rate during this period (Attachment 1). 

MEMA's objectives in the NAFTA were to: 1) eliminate Mexican tariffs on motor 
vehicles and parts over a 10-year period; 2) phase out non-tariff barriers, such as 
local content and trade balancing requirements in Mexico; 3) establish strong 
NAFTA rules of origin and modify duty drawback procedures to discourage assem- 
bly of vehicles or parts in Mexico for export using predominantly non-North Amer- 
ican materials; and 4) liberalize Mexican investment restrictions affecting the auto- 
motive sector. 

We believe that each of these goals is being achieved according to the time tables 
set forth in the NAFTA agreement. 

Tariffs: Prior to NAFTA, Mexican tariffs on most automotive products ranged 
from 10-20% ad valorem. With NAFTA in effect, these tariffs as of J anuary 1, 1998 
will have been reduced to between zero and 10% ad valorem, reducing the duty pen- 
alty on U.S. exports by at least half from pre-NAFTA levels. 

Non-Tariff Measures: NAFTA imposed an effective freeze in Mexico's local content 
requirements and launched a process of steady liberalization of trade balancing re- 
quirements. Beginning in 1998, Mexico's commercial vehicle industry decree will be 
terminated, removing the primary non-tariff barrier in that segment of our industry. 
NAFTA also calls for faster removal of remaining non-tariff measures over the next 
five years, with the objective of totally free trade by J anuary 2003. 

Rules of Origin/Duty Drawback: NAFTA established a minimum 50% value- 
content rule (with higher requirements following a brief transition period) for auto- 
motive trade to ensure that the benefits, like the risks from increased competition, 
due to trade liberalization accrue principally to North American producers. Given 
Mexico's higher MFN tariffs toward non-NAFTA partners, the United States also in- 
sisted on changes in duty drawback regulations to reduce incentives for low value- 
added assembly operations in, and exports from, Mexico using parts and materials 
purchased from outside North America. The result is that average U.S. content in 
products assembled in Mexican maquiladora plants has remained high since the 
NAFTA was put in place. 

Investment Liberalization: Prior to NAFTA, Mexico prevented foreign companies 
from taking a majority share of local auto parts suppliers and limited the rights of 
maquiladora plants to sell their products into Mexico's domestic market. NAFTA is 
well on the way to removing these restrictions, allowing for more commercially sen- 
sible integration of U.S. and Mexican production facilities. 

Collectively, the NAFTA provisions have supported U.S. automotive suppliers' ef- 
forts to remain competitive vis-a-vis producers outside of North America, without 
leading to a massive shift in U.S. investment toward Mexico at the expense of the 
U.S. manufacturing base. In fact, U.S. Big Three vehicle assemblers invested ap- 
proximately $40 billion in the United States between 1993 and 1996, nearly 13 
times their $2.9 billion investments in Mexico during this period. Statistics are not 
yet available for U.S. suppliers' total investments during this period. Flowever, a re- 
view of industry journals suggests that a similar North American investment pat- 
tern has prevailed in the U.S. automotive parts industry during the initial NAFTA 
implementation period. 

Despite the peso devaluation since December 1994, U.S. exports of automotive 
products to Mexico have increased by $850 million over pre-NAFTA levels. Total ex- 
ports in the automotive parts industry showed tremendous growth (50%) between 
1991 and 1994, dipped 12% from 1994 to 1995, and recovered modestly, up 5%, be- 
tween 1995 and 1996. Exports continue to flourish in 1997, showing a 13% increase 
between J anuary and J une, 1997, compared with the same period in 1996. 



265 


The U.S. has not lost jobs in the auto industry. Employment in both the motor 
parts industry and in the assembly of vehicles has increased since 1993 (Attachment 
2 ). 

NAFTA’s success has not meant that there have been no complications. Imple- 
menting the NAFTA has proven to be more difficult than predicted. Two examples 
which affect the automotive industry are the trucking dispute along the U.S. -Mexico 
border and Mexico's implementation of its new consumer-product labeling regula- 
tion. The NAFTA has proved, however, to be instrumental in helping to resolve 
these and other issues. There has been much greater transparency in dispute settle- 
ment proceedings and Mexico's government agencies have been more accessible and 
responsive to U.S. companies and industry groups in cases where bilateral issues 
have arisen. In several practical ways, NAFTA has strengthened the ability of Mexi- 
can government authorities to resist domestic protectionist pressures during its 
most severe economic downturn si nee the early 1980s. 

MEMA believes that the principal short-term goals of the NAFTA for our industry 
have been met. We expect that the more comprehensive liberalization steps sched- 
uled under the Agreement for the next 5-6 years will benefit our members, their 
employees, and the U.S. economy as a whole to an even greater extent. 

The U.S. automotive industry continues to attract substantial domestic and for- 
eign investment, based on our country’s renewed position as the most competitive 
and technologically dynamic manufacturing location in the world. Industry produc- 
tion and employment are higher than before NAFTA was put in place, despite an 
overall recent deterioration in the U.S. and automotive sector's trade balance with 
Mexico and the world. The deterioration principally reflects stronger economic 
growth in the U.S. compared to its main trading partners, and the effects of a 
stronger dollar against major world currencies. In fact, U.S. exports to Mexico in 
particular have grown despite two years of depressed economic conditions in that 
country, and should expand further as Mexico's domestic market continues to re- 
cover this year and beyond. 

I n summary, the NAFTA has been an important positive element in our industry's 
efforts to maintain international competitiveness and secure improved long-term ac- 
cess to Mexico's large domestic market for motor vehicles and related equipment. 

Thank you for your consideration of our views. 

Submitted by: 

Robert R. Miller, President 

Christopher M. Bates, Vice President, International Operations 
Lynn E. Christensen, Associate Director, International Programs 
Motor & Equipment Manufacturers Association 
10 Laboratory Drive 
Research Triangle Park, NC 27709 
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Statement of Chris Koelfgen, President, Nationai Association of Foreign- 

T rade Zones 


Mr. Chairman and Members of the Subcommittee: 

On behaif of the Nationai Association of Foreign-Trade Zones, thank you for the 
opportunity to present this statement to the Subcommittee concerning the operation 
and effects of the North American F ree Trade Agreement (NAFTA). 

The NAFTZ is a non-profit trade association representing over 600 members, in- 
ciuding grantees, operators, users and service providers of U.S. foreign-trade zones. 
Today there are more than 200 approved zone projects iocated in 49 states and 
Puerto Rico. The totai vaiue of merchandise received at foreign-trade zones annuaiiy 
exceeds $140 biiiion. Over 2,800 firms utiiize foreign-trade zones and empioyment 
at fadiities operating under FTZ status is over 300,000. The NAFTZ provides edu- 
cation and ieadership in the use of the FTZ program to generate U.S. -based eco- 
nomic activity by enhancing giobai competitiveness. 

TheNational Association of Foreign-Trade Zones (NAFTZ) supported the adoption 
of the North American F ree Trade Agreement (NAFTA). Flowever, the implementa- 
tion of the agreement, as embodied in the interim regulations issued by the U.S. 
Treasury Department under Implementation of Duty Deferral Program Provisions, 
61 Fed. Reg. 2908 (J an. 30, 1996), has had an unintended negative impact on the 
Foreign-Trade Zones Program. 

For all shipments of manufactured merchandise from a zone which are destined 
for Canada (and Mexico beginning in 2001), foreign-trade zone users are now re- 
quired to make a U.S. Customs entry and pay a Merchandise Processing Fee in ad- 
dition to filing the export documents which were formerly required. The require- 
ment for the filing of a Customs entry on exported merchandise is the result of ef- 
forts by the U.S. Treasury Department to develop a means to assess antidumping/ 
countervailing duties (AD/CVD) on a limited amount of applicable merchandise ad- 
mitted to a zone, which is manufactured into a new product and subsequently ex- 
ported to a NAFTA country. Prior to this U.S. Treasury Department initiative, no 
Customs entry in addition to the appropriate export documentation was required 
nor were there Merchandise Processing Fees assessed on export transactions. 

As a result of this requirement, zone users are now assessed a separate Merchan- 
dise Processing Fee (MPF) for each NAFTA entry for export. This r^uirement alone 
has cost individual FTZ users as much as $25,000 annually in Merchandise Process- 
ing Fees, as well as additional costs for brokerage fees, administrative costs and re- 
lated expenses. Particularly for the many small and medium-sized companies par- 
ticipating in international trade and utilizing U.S. foreign-trade zones, this cost 
comes at the expense of additional jobs and further investment. For FTZ users who 
do not utilize weekly entry procedures, the added costs of the NAFTA procedure 
could be significantly more. When this procedure is extended to Mexico in 2001 and 
potentially other countries in the future, the impact will multiply accordingly. 

We do not believe the aforementioned results were intended by NAFTA or U.S. 
law. The payment of a MPF in this situation has clearly placed U.S. producers at 
a competitive disadvantage when compared with Canadian and Mexican producers. 
For example, U.S. companies purchasing Canadian origin goods are not subjected 
to an MPF. Flowever, a U.S. company selling the same article to a Canadian com- 
pany (produced by a U.S. producer in a FTZ) would be subjected to an MPF. As a 
result, the U.S. produced goods are assessed an added cost thus making them less 
competitive. 

The National Association of Foreign-Trade Zones seeks Congressional action to 
correct theTreasury Department's misinterpretation of this provision of NAFTA and 
misapplication of the law with respect to collection of a Merchandise Processing Fee 
on exports from a U .S. foreign-trade zone to other NAFTA countries. 


Sincerely, 


Chris Koelfgen 

President 
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statement on Behalf of National Housewares Manufacturers Association 

I . I NTRODUCTION 

These comments concerning technical barriers to trade in Mexico are submitted 
on behalf of the National Housewares Manufacturers Association in response to the 
August 13, 1997, advisory (TR-14) by which Congressman Philip M. Crane, Chair- 
man, Subcommittee on Trade of the Committee on Ways and Means, announced the 
rescheduling of the hearing on the President's comprehensive study of the operation 
and effects of the North American Free trade Agreement (NAFTA). 

The NHMA is a U.S. association of over 2,300 U.S. manufacturers and exclusive 
distributors of houseswares products. The NHMA membership accounts for approxi- 
mately 2.3 billion dollars in sales worldwide. Members products include kitchen 
electrics, personal electrics, cook and bakeware, outdoor products, bath, laundry and 
closet products, tableware and serving ware, hardware, gadgets, furniture, decora- 
tive articles, clocks, cleaning articles, and pet supplies. 

A large number of NHMA members export or seek to export housewares products 
throughout North America, including Mexico. They have confronted difficulties in 
that r^ard flowing from Mexico's product standards and certification procedures, 
which in practice represent technical barriers to trade. Those problems are not ad- 
dressed i n the Study on the Operation and E ffect of the North American Free T rade 
Agreement (NAFTA) presented to the Congress. Accordingly, NHMA submits these 
comments to identify its concerns, of which Mexico and U.S. authorities have been 
made aware. 

The NHMA believes the standards-related concerns outlined below distort trade 
between the U.S. and Mexico, remain very real and go to the heart of Mexico's obli- 
gations under NAFTA to eliminate trade barriers and discrimination against im- 
ports from the other NAFTA parties. See, e.g., NAFTA Article 301 (each party shall 
accord national treatment to the goods of another Party in accordance with GATT), 
standards-related measures, each Party shall accord national treatment to goods of 
another Party); 904:4 (no party may apply any standards-related measure with the 
effect of creating an unnecessary obstacle to trade between the Parties). 

Although the Mexican government has been willing to receive comments and meet 
on NHMA's concerns, and has begun to propose certain, limited alternatives, there 
is presently no plan to eliminate standards-related discrimination against U.S. im- 
ports. Moreover, whereas some hope ought to lie in Mexico's progress toward permit- 
ting U.S. laboratories to obtain accreditation as certifying bodies in Mexico [see 
President's Report at 61 ("Elimination of Non-Tariff Barriers"]: Mexico's rules will 
still control any newly certified laboratories: there are no assurances that any of the 
concerns discussed below will be eliminated: and Mexico is interpreting related obli- 
gation that are to take effect in 1998 as only requiring it to begin talks with its 
NAFTA partners at that time. 

II. Mexican Standards, Certification and Labeling Requirments 

While the NHMA has concerns regarding various Mexican standards and labeling 
requirements, the comments provided in this submission are directed to require- 
ments contained in Mexican standard NOM-EM-004-1994 ("NOM-004"). NOM-004 
establishes the characteristics of the official "countersign" (or symbol) which is re- 
quired to be placed on all products sold in Mexico to demonstrate that a particular 
product is in compliance with applicable standards. Among other things, the coun- 
tersign must include a unique r^istration number which is obtained by a company, 
domestic manufacturer, importer, or provider of services, upon certification that the 
product has complied with all applicable standards. 

On its face, NOM-004 r^uirements appear to apply equally to all products 
whether imported or domestically produced. In practice, the application of NOM- 
004 results inorted products. Generally, the difference in treatment takes the forms 
described following. 

A. Foreign producers and &<porters may not obtain their own certification. 

Foreign producers and exporters must rely on Mexican importers for the certifi- 
cation process. Each time a foreign producer or exporters changes importers or ac- 
quires a new importer, the certification process must be repeated. Hence, if the pro- 
ducer exports directly to 100 customers in Mexico, a certification must be obtained 
for each customer. It costs a foreign producer approximately $800 dollars for each 
product certification obtained by an importer. 
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Domestic (Mexican) producers, in contrast, are permitted to obtain their own cer- 
tifications and, therefore, may use a si ngie certification for muiti pie customers. 

B. Certifications are not transferable 

An importer that has obtained a certification for a particuiar product may not 
transfer that certification to another importer. As a resuit, each importer must ob- 
tain its own certification even though the product may have received prior certifi- 
cation. In contrast, once a domestic producer obtains a certification, it may use that 
singie certification for aii purposes, inciuding shipping to a new or different cus- 
tomer. 

C. Certifications must bereneNed on an annual basis. 

Each certification must be renewed annuaiiy regardiess of whether the product 
has undergone any changes. This renewai requirement, aithough appiicabie to do- 
mestic and imported products aiike, muiti piies annuaiiy the burden of muitipie reg- 
istration described above. 

D. Certification must be obtained for each single product. 

The standard does not provide for singie certifications for famiiies of products, i.e. 
products whose differences may be coior, or accessories, and, thus, muiti piies further 
the registration burden. 


III. Analysis and Conclusion 

The difference in treatment described above has a distortive effect on trade be- 
tween the United States and Mexico producers and exporters that are not borne by 
domestic producers. It cost a foreign producer approximateiy $800 doiiars for each 
product certification obtained by an importer. By comparison, certification costs for 
a domestic producer seiiing the same product iines to the same number of customers 
are not muitipiied by the number of its customers. 

Simiiariy, whiie the requirement that a certification be obtained for each product 
appiies to both imported and domestic products, in practice, this requirement re- 
duces U.S. producers competitiveness in the Mexican market. U.S. producers are 
more iikeiy than Mexican producers to produce and market various modeis of the 
same product. The requirement that a certification be obtained for each modei of 
the same product discourages shipments of different modeis and thereby restricts 
marketing strategies based on product diversification and breadth of product iines. 

Thus, for producers/exporters of muitipie products, certification reiated costs are 
muitipiied first by the number of products shipped to Mexico, then by the number 
of importers invoived. Costs rapidiy mount. As a resuit of the aforementioned re- 
quirements, some NHMA members have iimited exports to Mexico and others have 
foregone shipments to Mexico aitogether. The NOM requirements are particuiariy 
onerous for smaii and medium sized businesses. 

In sum, it is important that a reader of the President's report keep in mind that 
the cited standard-related requirements resuit in iess favorabie conditions of com- 
petition for other NAFTA Parties’ products, which is inconsistent with Mexico's obii- 
gations under NAFTA, e.g., Articies 301, 309 and 904. Congressionai support of Ad- 
ministrative efforts to remedy this situation wiii be welcomed by the membership. 
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Statement of PPG I ndustries, I nc. 

Introduction 

These comments are submitted on behalf of PPG Industries Inc. in response to 
the August 13, 1997, advisory (TR-14) by which Congressman Philip M. Crane, 
Chairman, Subcommittee on Trade of the Committee on Ways and Means, an- 
nounced the rescheduling of the hearing on the President's comprehensive study of 
the operation and effects of the North American Free trade Agreement (NAFTA). 

PPG is a U.S. producer of flat glass, fiberglass, chemical, and coating and resin 
products classifiable under the following headings of the Flarmonized Tariff Sched- 
ules of the United States (FITS): 

• Flat Glass: NTS 7005, 7006, 7007, 7008, 7009 

• Fiber glass: FITS 7019 

• Coatings and Resins: HTS 3208, 3209, 3210, 3214, 3906, 3907, 3909 

• Chemicals: 2801, 2808, 2811, 2815, 2827, 2828, 2836, 2902, 2903, 2904, 2905, 
2907, 2909, 2915, 2916, 2918, 2920, 2921, 3402, 3814, 3904. 

Essentially, for PPG the North American Free Trade Agreement (NAFTA) has 
been a major negative factor for its flat glass business, although a very minor, posi- 
tive influence for its other three businesses. 

II. Mexico: Flat Glass 

The President's study of the operation and effects of the NAFTA does not address 
the written exchange of letters between the then-U.S. Trade Representative, Mi- 
chael Kantor, and his counterpart in Mexico, Jaime Serra Puche, then head of 
SECOFI,! that established the prospect of Mexico's accelerating its elimination of 
tariffs on flat glass categories. The nonfulfillment of that side agreement has had 
a severe adverse impact upon PPG. 

Prior to the NAFTA's ratification and implementation by the Congress, PPG sup- 
ported the concept of the NAFTA and lobbied enthusiastically on the Flill for its im- 
plementation based on a U.S. -Mexico exchange of letters on November 3, 1993. The 
letters provided that, within 120 days after the effective date of the NAFTA, the 
Parties would negotiate accelerated reduction of tariffs on specific products on which 
Mexico retained higher tariffs than the United States. The products identified as 
specific targets for acceleration were wine, brandy, flat glass, home appliances and 
bedding components. Message From the President Transmitting North American 
Free Trade Agreanent, Supplemental Agreements and Additional Documents, FI.R. 
Doc. 160 at 140-142, 103d Cong. (November 4, 1993). Flighlighting the letters' direct 
link to and, indeed, incorporation with the NAFTA agreement^ was their inclusion 
in the Flouse Report by which the President transmitted the NAFTA package to 
Congress. Id.^ 


J-SECOFI is Mexico's "Secretaria de Comerdo y Fomento I ndustriai." 

2 Chairman Crane stated in announcing these hearings that "[a]n accurate assessment of the 
effects of the Agreement on the U.S. economy and U.S. interests requires that, to the extent 
possibie, the effects of the NAFTA are distinguished from the effects of other economic events 
and trends which have occurred independentiy of this historic trade agreement." Advisory No. 
TR-14. Cieariy, events surrounding and foliowing the exchange of letters are among "the effects 
of the NAFTA," as distinguished from "the effects of other economic events and trends which 
have occurred independently." 

3The exchange of letters identified U.S. producers of wine, brandy, flat glass, home appliances 
and bedding components as the ones to which the U.S. administration was "particularly sympa- 
thetic." Id. Adding dry beans, cream cheese and potatoes to the list of products that would be 
given priority in the acceleration negotiations, the Statement of Administrative Action that ac- 
companied NAFTA explained: 

In exercising the authority provided under section 201(b) to accelerate the staging of tariff 
reductions, the Administration will, as a matter of priority, consider requests from interested 
private sector groups. The administration will give special priority to negotiating the accelera- 
tion of tariff reductions for products where the Canadian or Mexican duty is substantially higher 
than the U.S. tariff, such as dry beans, bedding components, cream cheese, flat glass, major 
household appliances, potatoes and wine. 

Message From the President Transmitting North American Free Trade Agreement, Texts of 
Agreement, I mplementing Bili, Statement of Administrative Action and Required Supporting 
Statements, Supplementai Agreements and Additional Documents, H.R. Doc. 103-159, Vol. 1 at 
480, 103d Cong. (November 4, 1993) (emphasis added). 
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The prospect that Mexico's tariffs on fiat giass wouid be eiiminated faster than 
the rate set out in the NAFTA scheduies has not been fuifiiied. Four years iater, 
the fiat giass industry is stiii waiting for promised reiief from Mexican tariff impedi- 
ments, as weii as non-tariff barriers, which virtuaiiy prohibit the saie of U.S. fiat 
giass products in that country, whiie the gratuitous U.S. zero tariff rates permit 
Mexican fiat giass products to penetrate the U.S. market at wiii.^ Aithough the 
USTR identified the specific products for which acceierated tariff eiimi nation is nec- 
essary, 5 the Mexican Government for years remained unwiiiing to participate mean- 
ingfuiiy in the exercise. 

Then, when the first round of the acceieration exercise recentiy yieided resuits, 
none of the petitioned fiat giass categories was among those on which Mexico agreed 
to acceierate tariff removai.® Quite the contrary, severai of the priority acceieration 
categories, inciuding three fioat giass categories under harmonized tariff heading 
7005, were the very ones on which the Government of Mexico recentiy increased tar- 
iffs above current NAFTA ieveis in retaiiation for the U.S. Government's increase 
of tariffs on broom corn brooms from Mexico as part of an escape dause action 
under sections 201 et seq. of the Trade Act of 1974.^ Mexico has returned tariffs 
on the dear fioat giass categories to the pre-NAFTA ievei of 20%, whereas the cur- 
rent, 1997 rate, a reduction of two percentage points per year since NAFTA's impie- 
mentation, was to have been 12%. Thus, not oniy has there been no acceieration 
of Mexico's removai of tariffs on fiat giass products, even the staged reductions 
scheduied under the NAFTA have been nuiiified for these three subheadings. 

In practical terms, PPG has had to take a minority position in a small Mexican 
automotive glass producer to meet its commitments to local customers in Mexico, 
commitments which could have been fulfilled through exports from its U.S. glass 
plants had the NAFTA provided a level playing field as advertised. 

PPG will not support future trade initiatives based on "promises," written or oth- 
erwise, of "future" or "accelerated" elimination of tariffs and/or non-tariff barriers 
to U.S. origin products and services by countries with competitive and protected sec- 
toral industries. The lesson of the NAFTA is clear: if tariff/non-tariff parity and 
elimination of trade distortive measures are not achieved up front during actual 
treaty negotiation, they are not likely to be accomplished any time soon thereafter. 

With regard to the notion that the NAFTA protected U.S. industry during Mexi- 
co's recent mismanagement of its economy and the resulting peso crisis, PPG's view 
is that this very appropriate bailout by the United States nonetheless represented 
twenty billion dollars worth of leverage which Washington failed to use to spur re- 
dress of the inequities of the NAFTA for the benefit of American industry. In this 
sense, then, it was a wasted opportunity which we believe Mexico and most other 
nations would not have hesitated to exploit had the situation been reversed. 

III. Mexico: Coatings/Resins, Chemicals and Fiber Glass 

Because the dictates of the major global customers and markets for ouG, we have 
not been, and are not likely to be in the future, major exporters of these product 
lines. Flence, the NAFTA has at best provided only modest incentive for increased 
exports of PPG coatings, chemicals and fiber glass products to Mexico. PPG has re- 
cently built new coatings and silicas plants in Mexico, primarily to serve that mar- 
ket. 


‘‘The tariff disparity in the NAFTA scheduies, which the exchange of ietters and statement 
of administrative action envisioned correcting, inciuded a Mexican tariff of 20% to be phased 
out over ten years for the Mexican categories representing the highest voiume of fiat giass im- 
ports from the United States, and U.S. tariffs immediately eliminated on virtually all of the flat 
gl ass vol u me f rom M exi co. 

^Implementation of the Accelerated Tariff Elimination Provision of the North American Free 
Trade Agreement, 58 Fed. Reg. 68,186 (USTR) (December 23, 1993). In that context, PPG, along 
with other U.S. producers of flat glass products (Guardian Industries, and AFG Industries), 
identified numerous subheadings of Mexican tariff headings 7003 through 7009 for which accel- 
erated tariff elimination is requested. Request for Comment on Articles To be Considered for Ac- 
celerated Tariff Elimination Under theNorth American F reeTrade Agreement (NAFTA), 59 Fed. 
Reg. 26,686 (USTR) (May 23, 1994). 

®See Implementation of the First Round of Accelerated Tariff Eliminations Under Provisions 
of the North American FreeTrade Agreement {USTR), 62 Fed. Reg. 25,989 (May 12, 1997). 

Notice of the products on which Mexico was raising tariff rates in retaliation for the U.S. 
broomcorn broom action appears at Mexico's Diario Ofidal, December 12, 1996, at (Primera 
Section) 15. The categories on which tariffs were increased include Mexico tariff subheadings 
7005.29.02 (clear float glass with a thickness less than or equal to 6mm), 7005.29.03 (clear float 
glass with a thickness greater than 6mm) and 7005.29.99 (other clear float glass). 
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IV. Conclusion 

The President's report on NAFTA does not mention the faiiure to date of the ex- 
change of ietters on tariff acceieration and the adverse impact upon U.S. industry. 
This faiiure, coupied with the return of Mexico’s tariffs on dear fioat giass cat- 
egories to pre-NAFTA ieveis, cause the U.S. fiat giass industry to be dosed out of 
Mexico whiie Mexican producers enjoy free access to the U.S. market. 

PPG is gratefui for this opportunity to express its views on the Report and stands 
ready to participate in further discussion if deemed necessary. 


Statement of Martin Abel, PROMAR International, Alexandria, Virginia 

Mr. Chairman and Members of the Committee, I am Martin Abel, executive vice 
president of the consuiting firm PROMAR Internationai in Aiexandria, Va. Eariier 
this year, I was asked to study the U.S. experience with agricuiturai trade with 
Canada and Mexico under the North American Free Trade Agreement (NAFTA). 
The work was sponsored by more than two dozen organizations and companies rep- 
resenting a broad cross-section of US agricuiturai interests invdved in producing, 
and marketing agricuiturai and food products. 

That effort confirmed that, on baiance, US agricuiture has benefited from NAFTA. 

This finding shouid not be surprising. Whenever foreign trade barriers for US ag- 
ricuiturai products faii, efficient US agricuiturai organizations readiiy expioit oppor- 
tunities generated by the consequent comparative advantage in internationai mar- 
kets. 

US agricuiturai trade (exports and imports) with Mexico and Canada has grown 
markediy under NAFTA, and this growth has been associated with trade iiberaiiz- 
ing measures. In the case of Canada, the US-Canadian F ree Trade Agreement (FTA) 
preceded NAFTA and resulted in trade expansion prior to NAFTA going into effect 
on J anuary 1, 1994. 

Canada and Mexico are the second and third largest individual country markets, 
respectively, for US agricultural products, after J apan. For the land-based agricul- 
tural products covered in this report, the US exported over $6.4 billion to Canada 
and $5.0 billion to Mexico in 1996. 

In the case of Mexico, both US exports and imports have increased, and growth 
has accelerated under NAFTA. The average annual growth for US agricultural ex- 
ports was $320 million in the pre-NAFTA period (1990-93), but $530 million in the 
1994-96 period under NAFTA Furthermore, the US has had a positive and growing 
net trade balance with Mexico, except in 1995 when the peso devaluation caused 
a recession in Mexico. Even then, trade recovered markedly in 1996. The US agri- 
cultural net trade balance was substantially higher under NAFTA ($605 million a 
year) than in the pre-NAFTA period ($530 million a year). Equally important, the 
US share of Mexico's total agricultural imports has increased markedly under 
NAFTA, growing from 69 percent in 1993 to 78 percent in 1996. 

Trade with Canada has also increased starting with the liberalization that oc- 
curred under the FTA. For example, US agriculture exports increased at an annual 
rate of $385 million in the 1990-93 period under the FTA. Annual growth was $100 
million under NAFTA. And, the US has maintained a positive trade balance with 
Canada except in 1996. The positive US agricultural trade balance averaged about 
$450- $500 million a year in the 1993-95 period, that covers parts of the pre-NAFTA 
and NAFTA periods, before turning negative in 1996. The US share of total Cana- 
dian agricultural imports increased under the FTA and has averaged 61% under 
NAFTA, with the share for many US products being higher. 

Overall, NAFTA has been a significant net gain for US agriculture. US agricul- 
tural trade with Canada and Mexico has increased, and the US has generally had 
a positive trade balance with both countries. Still, there are important agriculture 
trade issues between the US and its NAFTA trading partners and these need to be 
addressed. 

Some trade issues remain difficult. They include access to the Canadian dairy and 
poultry market, grain trade between the US and Canada, access of US feeder cattle 
to Canada, and imports of winter vegetables from Mexico. Flowever, none of these 
issues was caused by NAFTA. 

The benefits that US agriculture has reaped from NAFTA and some of the out- 
standing trade issues demonstrate the importance of the US moving quickly to push 
for further trade liberalization on both a bilateral and a multilateral basis. 
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The sponsors of this report feel that further trade liberalization will benefit US 
agriculture and that speedy action along these lines will require the approval soon 
of fast track negotiating authority. 

With this statement, I am submitting a copy of the full analysis and ask that it 
be made a part of the record. 

The PROMAR study was sponsored by the Animal Crop Protection Association, 
American Farm Bureau Federation, American Meat Institute, American Soybean 
Association, Animal Flealth Institute, Bunge Corporation, Cargill, Incorporated, 
ConAgra, Inc., Continental Grain Company, Farmland Industries, Inc., Grocery 
Manufacturers Association, International Dairy Foods Association, Louis Dreyfuss, 
Inc., National Association of Plant Patent Owners, National Cattlemen's Beef Asso- 
ciation, National Corn Growers Association, National Grain and Feed Association, 
National Pork Producers Council, Philip Morris/Kraft, Ralston Purina International, 
The Fertilizer Institute, US Chamber of Commerce, US Dairy Export Council and 
US Wheat Associates. 

[The analysis is being retained in the Committee files.] 


statement of Public Citizen's Giobai Trade Watch 

Questions and Answers About Fast Track Negotiating Authority 
What Is Fast T rack Negotiating Authority? 

Fast Track is a set of rules mostly about how Congress will consider the domestic 
legislation implementing trade agreements, not about the authority to negotiate 
trade deals itself. The term "fast track" refers to several related congressional proce- 
dures used for certain international trade and investment agreements. 

Fast Track is one version of how negotiating authority is delegated from the Leg- 
islative branch (which has exclusive constitutional authority over regulation of for- 
eign commerce) to the Executive branch. Fast Track allows the Executive branch 
to conduct trade n^otiations under a guarantee that whatever agreement is con- 
cluded, Congress will consider it with no amendments allowed and limited debate. 
Instituted by President Nixon in 1973, this extraordinary process has only been 
used five times.i Fast Track negotiating authority is only one version of how Con- 
gress could delegate authority to the Executive branch on such trade issues. Alter- 
native processes would maintain more leverage for Congress to shape negotiations. 

How Does Fast Track Negotiating Authority Work? 

Fast Track r^uires Congress to agree, before seeing any text (or for that matter, 
before negotiations begin) that when a trade pact is finished. Congress will vote on 
the agreement AND all of the changes to domestic law required to conform U.S. law 
to the pact under thefollowing terms:^ 

A. a closed rule (absolutely no amendments): 

B. maximum 20 hours of floor debate in each chamber 

C. an up or down vote; 

D. legislation written by the Executive branch; 

E. bypass regular congressional committee procedures, such as mark ups; 

F. vote within 60 legislative days after that legislation is submitted to the Con- 
gress. 


ipast track has only been used five times: the Tokyo Round of GATT (1975), the U.S.-Canada 
F ree T rade Agreement (1988), the U .5. -I srael F ree T rade Agreement (1989), the N orth Ameri can 
Free Trade Agreement (1993) and the Uruguay Round of GATT establishing the World Trade 
Organization. 

^Statutory references for specific fast track provisions: no amendments to the implementing 
legislation or the trade agreement are permitted under the fast-track procedures at 19 U.S.C. 
2191(d). The 60 day voting requirement consists of two aspects contained at 19 U.S.C. 2191(e): 
The congressional committees to which the implementing bill is referred have only 45 legislative 
days to review it but without any changes, at which time it is automatically referred to the full 
Flouse, and a floor vote must then be taken within 15 legislative days. In calculating the time 
periods for action in either chamber, the days on which that Flouse is not in session are ex- 
cluded. 19 U.S.C. 2191(e)(3). The limitation of debate to not more than 20 hours, divided equally 
between those favoring and those opposing the legislation is located at 19 U.S.C. 2191(f)(2) & 
(g)(2). 
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Trade implementing legislation, which in the case of both NAFTA and GATT 
numbered thousands of pages, made hundreds of amendments to conform our exist- 
ing laws with the trade texts. 

What Is Congress' Role Under Fast Track Negotiating Authority? 

To obtain such a pre-agreed closed rule before even initiating a negotiation, the 
President must notify Congress that he wants to negotiate a specific trade agree- 
ment with fast-track procedures.^ Congress must then vote to refuse the application 
of fast-track procedures to a specific agreement by a vote of both Flouses within 60 
days."* 

If Congress fails to reject the Fast Track request in 60 days, the President is then 
free to negotiate the Agreement knowing Congress will be required to vote on legis- 
lation drafted by the Executive branch under a closed rule. Under the statute, the 
President must next involve Congress by notifying Congress 90 calendar days before 
he intends to sign the trade agreement. After the President enters into (/.e, signs) 
the agreement following the expiration of the congressional notice period, he may 
submit the signed trade agreement, implementing legislation, and certain required 
supporting information to Congress for approval. ^ Congress must then vote yes or 
no within 60 legislative days. 

Fast Track and Congress: Responsibility But No Authority 

Polls show that the public expects Congress to be in control of domestic issues 
which are impacted by trade agreements like food safety, truck and highway safety 
and illegal drugs. Under Fast Track, Congress loses the authority and the ability 
to shape these issues though they are still ultimately held responsible for the result. 
Once Congress signs off on Fast Track they lose the ability to control the outcome 
of the negotiations. For instance, since 1988, putting labor standards into trade 
pacts has been a U.S. negotiating objective under Fast Track. When the Executive 
branch has returned with agreements without labor standards. Congress, limited to 
an up or down vote, could not put them into the agreement. 

Is Fast Track Mandatory for Negotiating a Trade Agreement? 

The Executive branch has the capacity to negotiate with foreign sovereigns right 
now. Thus, the notion that without fast track, no "major trade deals are possible" 
is simply untrue. In fact, this extraordinary delegation of authority has only ever 
occurred five times, twice in the Clinton Administration. Yet the Clinton Adminis- 
tration touts in testimony and press releases more than 200 trade agreements which 
were negotiated and implemented without fast track. Among these trade agree- 
ments completed without Fast Track are expansive and multilateral agreements like 
the ITA (International Technology Agreement) and the Telecom Agreement and bi- 
lateral and plurilateral agreements including the two J apanese Auto Agreements. 
As well, currently, the Clinton Administration is close to completion on negotiations 
of the 29-nation, highly complicated Multilateral Agreement on Investment (MAI), 
and deep in the talks on the WTO's Financial Services Agreement and parts of 
Asian Pacific Economic Cooperation (APEC). In fact, the entire MAI negotiation has 
occurred during a period where the Administration has not had Fast Track author- 
ity. 

This U nique Extreme Delegation of Authority Is No L onger Appropriate 

No limitation of congressional authority as severe as Fast Track exists in U.S. 
law. For instance, while some budget votes are granted closed rules automatically 
in advance, budget bills are shaped by Congress and have undergone extensive con- 
gressional committee process. 

Given that today's "trade" agreements are no longer just about tariffs and quotas, 
the extreme, total delegation of congressional authority represented by Fast Track 
simply is no longer appropriate. For example, the NAFTA text sets standards for 
the pesticide residues on the food children will eat; restricts how intensely border 
meat inspection can be conducted without being a trade barrier; specifies the length 
and weight of trucks that will travel in North America; restricts how local tax dol- 


^Notification is at 19 U.S.C. 2902(c)(3)(C). 

‘‘Disapproval is at 19 U.S.C. 2903(c)(1)(A) & (2). 

5/d. 2903(1)(B). Although not required by statute, some Administrations have invited selected 
Members or Committees to hold what they call "unmark ups" and "unhearings" to discuss the 
Executive Branch text before it is formally submitted. Meanwhile, Members not chosen for this 
arbitrary process only obtain the legislative language when it is presented for final consider- 
ation. 
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lars can be used, for example by forbidding performance requirements such as man- 
dating recycled paper content in government procurement. 

What Trade Agreanents Will Be Included In This Fast Track? 

The Administration has stated that this Fast Track authority would include ex- 
pansion of the North American Free Trade Agreement (NAFTA) to Latin America 
and to the Caribbean starting with Chile, and then to Asia through the Asian Pa- 
cific Economic Cooperation (APEC); the Multilateral Agreement on Investment 
(MAI) and expansion of the World Trade Organization, which implements the Gen- 
eral Agreement on Tariffs and Trade (GATT). 

What is the Origin of Fast Track? 

Fast Track was established by President Nixon in 1973 but has its roots even far- 
ther back. Under the 1933 Tariff Act, the trade negotiating authority delegated from 
the Legislative to the Executive branch did not cover non-tariff issues at all. During 
the Kennedy Round of GATT negotiations— the Round prior to the mid-1970s Tokyo 
Round— the first non-tariff issue arose in trade negotiations: standardizing customs 
classifications. President Truman was informed by Congress that he needed to ob- 
tain specific congressional approval for the necessary changes to U.S. statutes set- 
ting the tariff classification system. The Executive branch did not do this and in- 
stead used its existing proclamation authority to "declare" the law changed. This did 
not go over well with Congress. There was a specific congressional vote (which was 
not necessary) to show support for the Kennedy Round itself— but to also announce 
that the Customs Classifications could not be changed except through congressional 
action. 

This bit of turf war was then used by President Nixon to propose an amendment 
to the existing proclamation authority to specifically allow the President to proclaim 
changes to actual laws as needed to conform them to trade negotiations. Of course, 
this suggestion also did not go over well with Congress either— to say nothing of 
some rather major constitutional problems it would have posed. The "deal" that got 
cut in this turf war is the procedure we now call "fast track." Flowever— the entirety 
of the non-tariff issues which President Nixon obtained fast track to cover was that 
customs classification and a non-binding agreement on 'Technical Barriers to 
Trade." 

Does Fast Track Eliminate Special Interest Deals in Congress? 

Fast Track functions as a type of super glue for pork barrel deals in trade agree- 
ments. Because no amendments are allowed. Congress is thus forced into rejecting 
entire trade agreements or approving special deals and unsavory amendments The 
two times fast track was used by the Clinton Administration to negotiate a trade 
agreement a bounty of special interest deals were involved. 

With the GATT Uruguay vote in a lame duck session of Congress in late 1994, 
one foreign auto company got a multi-million dollar tax break in the GATT imple- 
menting legislation, a certain cellular phone interest was given a special deal, pen- 
sion liabilities for certain companies were relieved, controversial changes in the U.S. 
Savings Bond Program were made and so on. These items had nothing to do with 
implementing the text of the Uruguay Round. 

Much has been written about the dozens of special interest deals conducted by 
the Clinton Administration in the final days of the NAFTA vote. Any Member who 
supported NAFTA also approved, for instance, an obscure provision of NAFTA's im- 
plementing legislation which retroactively wiped out tariffs owed on Canadian-made 
Flonda Civics shipped to the United States since 1989. 

For more information about Fast Track or NAFTA, please contact Public Citizen's 
Global Trade Watch at (202) 546-4996. 
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What Do the Polls Say About NAFTA and Fast T rack? 

September 15, 1997 

• 61% of Americans oppose "having Congress grant the President fast-track au- 
thority." Hart and Teeter for the Waii Street J ournai/NBC, J uiy 26-28 19971.1 

• 57% of Americans oppose "new trade pacts with Latin American countries. 
Wirthiin Woridwidefor Bank of Boston*: November 1996. 

• 87% of Americans beiieve "trade agreements with other countries. ..shouid seek 
to protect the environment." Louis Harris and Associates for Business Week, Sept. 
3-7, 1997. 

• 73% of Americans beiieve free trade agreements with other countries "shouid 
aim to iift iabor standards." Louis Harris and Associates for Business Week, Sept. 
3-7, 1997. 

• 56% of Americans beiieve "expanded trade ieads to a decrease in the number 
of U.S. jobs." Louis Harris and Associates for BusinessWeek, Sept. 3-7, 1997. 

• 26% of Americans beiieve the United states has benefitted from NAFTA. Louis 
Harris and Associates for Business Week, Sept. 3-7, 1997. 

• 51% percent of Americans believe "America's integration in global markets" 
"mainly benefits multinational corporations at the expense of average working fami- 
lies." Penn, Schoen and Berland Associates, for the Democratic Leadership Council* 
(DLC)J uiy 1997. 

• 64% believe trade agreements between the U.S. and other nations cost more 
jobs than they create. Greenberg Research for Campaign for America's Future, No- 
vember 1996. 

• 52% say their views toward free trade are less favorable than a year a ago as 
the result of what they know about NAFTA and GATT. Wirthiin Worldwide for 
Bank of Boston*: November 1996. 

• 64% of Americans believes world trade pulls down U.S. wages. Market Strate- 
gies for the Committee for F ree Trade and Economic Growth*, J une 1996. 

• 86% of Americans support "fair trade". Penn, Schoen and Berland Associates, 

I nc. for the Democratic Leadership Council* (DLC) J uiy 1997. 

• 32% of Americans believe NAFTA has had "more of a positive impact on the 
United States than a negative impact". Wall Street Journal/NBC poll July 26-28 
1997. 

• 65% of Americans believe American workers have not "received their fair share 
of the financial benefits created over the last few years by the improved national 
economy." Gallup poll August 29, 1997. 

• 67% of Americans believe that the "jobs now being created in created in the 
United States are mainly low paying jobs." Hart and Teeter for Wall Street J ournal/ 
NBC, J une 19-23, 1997. 

• 7% of Americans believe international trade agreements have "mostly gained 
jobs". Source: Yankelovich for CNN-Time, April 1997. 

* Pro-Fast Track/NAFTA Organizations 

For More I n formation Please Contact Public Citizen's Global Trade Watch (202)546- 
4996. Visit Our Website at: www.citizen.org 


Statement of Hon. J im Ramstad, a Representative in Congress from the 

State of Minnesota 

Mr. Chairman, thank you for calling today's hearing to discuss the President's 
North American F ree Trade Agreement (NAFTA) Report. 

Ensuring our nation's continued economic growth is one of the most important 
jobs I have in Congress. The best way to help our economy is to expand the amount 
of goods and services we produce and consume. Since international trade liberaliza- 
tion stimulates economic growth and with increased exports and inexpensive im- 
ports, I strongly supported the passage of NAFTA in 1993 and continue to support 
it today. 

The U.S. has historically had the most open markets in the world, and that is 
why we need to forge trade agreements with other nations to pry open their mar- 


iThe poll asked: "President Clinton will ask Congress to give him "fast track" authority to 
negotiate more free trade agreements. This would mean that once the negotiations are com- 
pleted, Congress would take an up or down vote, but not make any amendments or changes. 
Do you favor or oppose this?" Strongly Oppose Fast Track: 32%; Somewhat Oppose Fast Track: 
29%; Not Sure: 7; Strongly Favor: 9; Somewhat Favor: 23. 



277 


kets for our producers and exporters. And NAFTA has helped do just that. Between 
1993 and 1996, U .S. goods exports to Canada were up by 33.6% and exports to Mex- 
ico grew by 36.5%. In the first six months of this year alone, Mexico and Canada 
accounted for almost half of the growth in total U.S. exports. 

The gradual removal of Mexican trade barriers continues to open an already vast 
market for U.S. goods. Since enactment of NAFTA, half of all U .S. exports to Mexico 
have become eligible for duty-free treatment. In fact, J anuary 1, 1997 marked the 
fourth round of reciprocal tariff reductions, reducing the average Mexican tariff on 
U.S. products from 10% to 2.9%, giving U.S. firms and workers a seven percentage 
point margin of preference compared to non-NAFTA competitors. 

I know in the end, all the data suggests that NAFTA has had a positive, but 
small, effect on US trade given the large size of our economy. But let me tell you 
what this positive effect means to me and my constituents— it means increased pro- 
ductivity and incomes: it means more and better jobs. 

We all know every $1 billion dollars of exports supports 20,000 American jobs and 
those jobs supported by exports pay an average of 13-16% higher than non-export 
related jobs. According to the President's report we are discussing today, exports to 
Canada and Mexico supported an estimated 2.3 million jobs in 1996, an increase 
of 311,000 jobs since 1993. This is not "small" to those employees with these new, 
better-paying jobs. 

I am proud of the successes we have seen to date through NAFTA. While trade 
disputes with our North American friends will come and go, just as they would 
without NAFTA, I remain optimistic about continued U.S. economic growth under 
this land-mark trade agreement. And, as I watch many other nations negotiate ad- 
vantageous trade agreements without U.S. involvement, I remain hopeful that we 
in Congress will renew Fast-Track Authority soon to make sure the American peo- 
ple are not left standing on the sidelines, missing out on additional export market 
expansion opportunities. 

Thank you again, Mr. Chairman, for calling this hearing. I look forward to hear- 
ing from today's witnesses about the President's NAFTA report. 


Statement of Hon. Silvestre Reyes, a Representative in Congress from the 

State of Texas 

Mr. Chairman and members of the committee. Thank you for the opportunity to 
testify about the effects and operation of NAFTA. It is important that with the re- 
lease of the President's report that all of the outcomes regarding NAFTA, both posi- 
tive and negative, be brought forth. I want to express my appreciation to the com- 
mittee for holding this hearing focusing attention on this far reaching trade agree- 
ment. With the President's request for new Fast-Track authority for further hemi- 
spheric trade agreements, it is paramount that our experience under NAFTA be 
fully reviewed, and it is from this proving ground of three and a half years that we 
should proceed. 

Specifically, I wish to relate the experience of NAFTA to my district, the 16th Dis- 
trict of Texas which encompasses the city of El Paso, Texas. El Paso is the fourth 
largest city in Texas, and the largest border community in Texas with over half a 
million people and is situated directly along our international border with Mexico. 
Furthermore, my community has a long history of international business and labor 
between El Paso and Mexico. From this standpoint, I believe I can provide an im- 
portant view regarding the operation and impact of NAFTA. 

NAFTA sought to raise the level of commerce for our country and thus the quality 
of life for all Americans by increased opportunities for trade. A shift in the economic 
base toward higher wage and higher skill industries was contemplated, however, it 
was recognized that there would be a significant dislocation of jobs and dispropor- 
tionate stresses on certain parts of the country. Consequently, appropriate mecha- 
nisms were to be in place to preserve and improve the environment, supplement our 
infrastructure, create economic development and jobs, and provide appropriate safe- 
ty nets for workers in the way of financial assistance and job retraining through 
transitional adjustment assistance. 

The President in his report focuses on the impact on exports and job creation, giv- 
ing overall good reviews and pointing to modestly boosted U.S. jobs and incomes. 
As you know, however, other entities have produced their own reports on the impact 
of NAFTA and assert that NAFTA has in fact resulted in net job losses. 

The situation in my district, regardless of these reports, brings home a reality of 
serious job loss and endemic unemployment. While the rest of the country reaps the 
benefits of a booming economy, El Paso has suffered the most NAFTA-TAA certified 
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job losses in the country amounting to nearly 6000 dislocated workers. While the 
U.S. economy has seen unemployment drop to the lowest unemployment level in 
twenty three years to 4.9% in J uly, the unemployment rate in El Paso has consist- 
ently remained in double digit figures, currently standing at 11.7% representing 
nearly 35,000 jobless workers. This is a reality seen not only in my community but 
all along the Texas-Mexico border, with unemployment levels reaching as high as 
16%. 

Thus, while the overall economy is in a period of unprecedented growth flowing 
from larger hemispheric trade; the entry point of this trade, the border, has borne 
a disproportionate share of the costs. Not only has there been a loss of wages but 
a ripple effect impacting the broader community. We have not seen the anticipated 
economic development needed to compensate for this disruption to the economy. In 
fact, it was only this past month that NADBank launched its Community Adjust- 
ment and Investment Program identifying El Paso as one of thirty five NAFTA im- 
pacted communities. This follows the loss of nearly 70 businesses in downtown El 
Paso and numerous factories moving their operations to Mexico. 

More significantly, while NAFTA provides job training assistance, these programs 
are not tailored to the unique characteristics of specific labor markets and econo- 
mies. In my district for example, the vast majority of job losses involve minority and 
women workers, many of them having worked twenty and thirty years for a single 
employer. Despite lacking high school educations and without knowing English, 
these workers were long term taxpaying employees working productively in the gar- 
ment and other manufacturing industries. With NAFTA, many of these jobs went 
to Mexico, leaving these workers in need of new vocational skills in order to secure 
the higher technology jobs emerging from NAFTA. These workers instead of receiv- 
ing training directed toward these new requirements through comprehensive bilin- 
gual vocational training, most were placed in remedial English courses and G.E.D. 
courses. Most of these were pre-existing programs directed toward youth or citizen- 
ship training without any vocational component whatsoever. Formal diplomas and 
English was not necessarily needed, rather skills training with bilingual working 
English would have rapidly and expeditiously eased these workers back into the job 
force. 

As you are aware, a maximum of twenty-four months for training is provided for 
reint^ration into the workforce under the NAFTA-TAA program. While this may 
seem like a reasonable amount of time to obtain needed job skills, this amount of 
time has proved to be inadequate in many cases where these workers lack formal 
educations, have minimal English skills, and must transition into an entirely dif- 
ferent line of work. 

In addition, while twenty four months of training is provided, this is matched 
with only 18 months of financial assistance. This six month gap has further left 
many of my constituents in a position of having to drop out of training programs 
prior to completion because of this financial gap. If we are attempting to provide 
a so called "bridge" for workers, transitional adjustment assistance programs should 
not create this obstacleto training fulfillment. 

In conclusion, as someone representing a district that sits right on the inter- 
national border with Mexico, I understand in very real terms the crucial role that 
international trade plays in the American economy. The need to expand commerce 
should result in expanded opportunities for every American, and proper investments 
should be made to ensure no one is left behind. Economic development programs 
must be initiated quickly and focused towards impacted areas. Training programs 
must be tailored to the diverse communities across this country and especially for 
those with unique needs. Moreover, an adequate range of time for training must be 
provided to allow for different needs among our citizens, along with adequate par- 
allel funding to allow for transition. 

Mr. Chairman, thank you for giving me the opportunity to speak before this com- 
mittee regarding this very serious issue. I hope that my views can provide construc- 
tive information for our overall economy as we look at expanded opportunities for 
commerce, trade and labor, and that effective programs are in place to resolve the 
transition that comes with increased trade opportunities. 


Statement of Brenda F. Arnett, Executive Director, Texas Department of 
Economic Development 

As executive director of the state's lead economic development agency, I want to 
clarify the North American Free Trade Agreement's positive effects on the Texas 
economy. Like many Texans, I am a strong advocate of the agreement. NAFTA has 
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generated exports, new business opportunities, and jobs for Texans. It has enhanced 
the performance of our state's economy. NAFTA is good for T exas. 

Foreign trade piays a vitai roie in the Texas economy, a iarger roie, in fact, than 
for the nation as a whoie. 

Whiie Texas accounts for about 7 percent of the U.S. popuiation, the state's share 
of nationai exports is cioser to 12 percent. In 1996, the state's $74.02 billion in total 
exports equated to 14.5 percent of the Texas gross state product, the value of all 
goods and services produced in the state, while total U.S. exports amounted to about 
8.2 percent of the gross domestic product. In 1996, Texas exported $3,870 in mer- 
chandise for every man, woman and child in the state. That figure is 65 percent 
higher than the comparable U.S. average of $2,348 in per capita exports. 

Since NAFTA's inception, Texas has created more jobs than any other state in the 
nation. A record-number of Texans is employed— nearly 9.3 million in December 
1996. The state's civilian labor force continues to grow faster than the national labor 
force. Since January 1, 1994, 774,000 jobs have been created, a 10.2 percent in- 
crease over the job creation figures of pre-NAFTA 1993. 

More than 66,000 of those new jobs were added in the state's manufacturing sec- 
tor, pushing total manufacturing employment over the million-mark by mid-1994. 
The average manufacturing wage in Texas has increased 8.3 percent since Decem- 
ber 1993, from $11.05 per hour to $11.97 per hour in December 1996. 

Texas exports have nearly tripled since 1987, when state-level export figures ini- 
tially became available. From an estimated $25.3 billion in 1987, the state's mer- 
chandise exports grew to $74.02 billion in 1996. 

Mexico is Texas' largest trading partner, and Canada is our second-largest. Our 
exports to these markets account for approximately half of all Texas exports. Texas 
exports to Canada have soared in the past few years. Shipments to Canada rose by 
7.4 percent in 1996 following a gain of more than 25 percent in 1995. Clearly, the 
arrival of NAFTA has focused attention on the potential for northbound trade from 
Texas. 

Trade with Mexico rebounded dramatically in 1996 after falling in the wake of 
the 1995 peso devaluation. Texas shipments to Mexico rose by nearly 25 percent last 
year, increasing from $21.86 billion in 1995 to $27.19 billion in 1996. 

Our geographical location and easy access to Mexico continue to make Texas a 
magnet for companies wishing to expand and relocate, especially to penetrate the 
emerging markets of Latin America. Yet, critics continue to point out the number 
of jobs certified by the U . S. Department of Labor as lost due to increased competi- 
tion from Canadian or Mexican firms, or production shifted to those nations. A proc- 
ess is in place for reporting these job losses. An incentive exists for doing so, i.e, 
federal assistance for retraining. Consequently, the negative impacts of NAFTA are 
readily quantifiable. Flowever, this represents only one-half of the equation. There 
is no federal or state form to complete or process to follow that documents the jobs 
created because of increased sales to Canada or a new joint venture opportunity in 
M exi CO. 

As of May 22, 1997, we had certified 10,703 Texas jobs as lost due to an increased 
competition or production shifts under the NAFTA/Trade Adjustment Assistance 
program, according to the Texas Workforce Commission. While any job loss is sig- 
nificant to the worker and the community involved, this figure needs to be put in 
the broader context of the state's economic performance since NAFTA came into ef- 
fect. In the three years since NAFTA came into effect, as pointed out earlier in this 
testimony, Texas has recorded a net gain of 774,000 non-farm jobs. The certified job 
losses, therefore, represent less than 1.4 percent of the state's job growth since the 
end of 1993. 

The shift of lower-skilled jobs from the U. S. to other, lower-wage nations is not 
a new phenomenon either. The location of such operations in Mexico, rather than 
the Caribbean Basin or the Pacific Rim, offers a greater potential for U. S.— and 
particularly Texas— firms to act as suppliers, consultants and service providers. 
NAFTA offers very tangible reasons for firms to employ the combined human, finan- 
cial and technological resources that the three NAFTA nations offer. 

Although there are no available figures on how many of the 774,000 new jobs cre- 
ated in Texas in the past three years can be attributed specifically to export activity, 
a few points are worth noting: 

• Texas' largest export industries are electronic equipment and components and 
industrial machinery and computers; 

• Between December 1993 and December 1996, electronics and computers were 
among the state's fastest-growing manufacturing industries. In fact, both industries 
grew much faster than overall non-farm employment in Texas; 

• Employment in electronic equipment and components has risen by 15.3 percent, 
or 15,800 jobs, in the past three years; and 
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• The number of jobs in industrial machinery and computers is up by 21,400 or 
18.6 percent since December 1993. 

Texas is now home to more than 1,278 foreign subsidiaries, which represent 50 
countries. The latest available data show that Texas has attracted $68.6 billion in 
foreign direct investment. Those investments have brought some 320,000 jobs to 
Texas. 

One cannot stress the significance of NAFTA to Texas and the U. S. enough. 
NAFTA has offered an assurance of greater political stability to the global business 
community. This has been particularly important in the wake of the December 1994 
peso devaluation, when the value of the agreement was proven in a most tangible 
way. Rather than respond to the crisis in a protectionist fashion, as it had in the 
wake of the 1982 peso devaluation, Mexico did not raise tariffs on American or Ca- 
nadian goods, which would have violated the NAFTA agreement. 

In addition, had NAFTA not been in effect during the 1994 peso devaluation, 
Mexico's financial crisis would have been much greater. Matters might have even 
reached the point as to threaten the political stability of our southern neighbor, 
something that would have had terrible consequences on trade, theTexas economy, 
illegal immigration, and the security of our borders. Instead, Mexico's economy has 
rebounded in a relatively short period of time— certainly, much more quickly than 
it did after the 1982 peso devaluation. The credit for this turnaround goes to 
NAFTA, which bolstered Mexico's ability to export its products and thus revive its 
economy. 

The formal trade ties between the U.S. and Mexico have increased Mexico's rel- 
ative trade with the U.S. Mexico must import goods to be able to export goods. Par- 
ticularly in a time of domestic austerity, analyst J on Flockenyos of 'Texas Perspec- 
tives" has noted, Mexico would rather buy those imports from the U.S. As a result, 
U.S. exports to Mexico declined less than other countries' exports to Mexico in 1995. 
Moreover, the rebound in shipments to Mexico in 1996 was quite dramatic. Com- 
pared with the prior year, Texas exports to Mexico were down by 8.3 percent in 
1995, and up by 24.3 percent in 1996. For the U.S., the comparable figures were 
an 8.9 percent decline in 1995, and a 22.6 percent gain in 1996. 

NAFTA is as much about investment as it is about trade. Mexico actively seeks 
foreign direct investment, particularly as it continues its program of privatization. 
The U.S. is considered a preferred source of that investment. Mexico needs to con- 
tinue modernizing its industries and upgrading its infrastructure, and this offers 
tremendous long-term business opportunities, particularly for Texas companies that 
have nurtured ties with Mexican firms. 

The investment benefits of NAFTA are hardly limited to the Mexican side of the 
border. Because of the agreement's rules on North American content, Asian and Eu- 
ropean firms have another incentive to establish production platforms here to serve 
the Canadian, U .S. and Mexican markets. Existing firms in North America are also 
looking southward to Mexico and beyond. Texas' proximity to Mexico, and Texas' lo- 
cation in a major trade corridor between Mexico and Canada, make the state a lead- 
ing candidate for new investment, both foreign and domestic. 

Clearly, NAFTA's most significant contribution has been to effectively lock in the 
economic reforms that Mexico adopted in the late 1980s, early 1990s, and more re- 
cently, the recent elections of 1997. A stable and healthy Mexico is tremendously 
important to the United States and to Texas. It is only in this kind of setting that 
economic linkages can take root and grow. 

The Texas Department of Economic Development is dedicated to constantly im- 
proving economic prospects for Texas by providing the opportunities necessary for 
businesses to succeed. NAFTA is one of our most effective sales tools, and most de- 
serving of the same support and optimism from Texans that it receives from busi- 
nesses around the world. 

To dismiss the positive economic effects that NAFTA and future Latin American 
trade agreements will generate is shortsighted and irresponsible. We live in a global 
economy that requires cooperation, not isolation. Texas is the epicenter of a develop- 
ing and lucrative trade corridor. The health of the Texas economy depends upon in- 
creased foreign participation. The ability of NAFTA to create more jobs, inject more 
capital, and provide greater global investment opportunities for Texas is contingent 
upon our understanding that success in the global marketplace requires taking ad- 
vantage of opportunities beyond our borders. NAFTA deserves every Texan's sup- 
port. 
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statement of Antonio O. Garza, J r., Texas Secretary of State 

President Clinton's Mexico visit may be over, but the issues raised during his visit 
still linger. One in particular— the potential to expand NAFTA to Chile— deserves 
special attention once again. 

In J uly, the President is scheduled to deliver to Congress a report on the impact 
NAFTA has had during its three-year life span in what I hope will be the prepara- 
tion for his seeking the "fast track authority" from Congress necessary to issue Chile 
and others an invitation to join an expanded free trade zone. 

As I've said before, the importance of fast-track authorization and its potential to 
shape worldwide trade by positioning theU.S. totakea commanding leadership role 
cannot be underestimated. But the President and Congress must come together on 
this issue and act soon, or else we will completely miss the window of opportunity. 
It has already narrowed. 

That's why this past week I sent the Office of the U.S. Trade Representative and 
the U.S. International Trade Commission a report outlining the positive effects 
NAFTA has had on the State of Texas. The report, titled "NAFTA, Texas Style," can 
be found on our web site at [http://www/sos.state.tx.us/texasnafta] 

The report stresses that many of the initial fears concerning NAFTA, fears that 
make up the substance of the NAFTA renegotiation bill Congress is considering, 
have proven to be unfounded. 

Critics predicted that NAFTA would cost the U.S. in terms of jobs, wages and liv- 
ing standards. In fact, however, the U.S. economy has been generating approxi- 
mately 2.25 million jobs per year and the U.S. unemployment rate in 1996 averaged 
approximately 5.5%. Since 1994, in fact, job growth has stayed ahead of job displace- 
ment. 

Texas in particular has seen significant job growth, wage increases, higher trade 
figures and lower unemployment during the post-NAFTA implementation period. 
For example, there have been significant employment increases in machinery, com- 
puters, electronics, transportation equipment, metals, furniture and other key in- 
dustries. In NAFTA's first year 247,000 jobs were directly related to exports to 
NAFTA partners, representing a 15% increase since NAFTA was enacted. Also, 
Texas has shown strong growth in the manufacturing sector (Texas has led the na- 
tion in the addition of new manufacturing jobs since 1990), rebutting critics' claims 
that such jobs would inevitably move to Mexico. 

Critics also pointed to environmental concerns, claiming that NAFTA would not 
do enough to address them, and then blamed the agreement for many less-than- 
ideal situations that have existed over the last three years in such areas as water 
supply, air quality and solid waste along the Mexican border. As a state that shares 
a 1,200 border with Mexico, Texas knows full well the impact that NAFTA has had 
on these long-standing issues (the key words here being "long-standing," as these 
issues were of concern long before NAFTA was enacted). 

The reality is that NAFTA has provided a critically needed framework in which 
to develop cooperative, long-term solutions to these environmental concerns— a 
framework that was notably absent before the NAFTA's enactment. Thanks to 
NAFTA, for instance, the North American Development Bank (NADBank) and the 
Border Environment Cooperation Commission (BECC) are working together to bring 
funding to projects for the benefit and protection of the border environment. 

These are just a few of the many examples highlighted by the report. NAFTA's 
short lifespan has already shown that its benefits outweigh the downfalls. More im- 
portantly, it has started a momentum that simply needs time to fully develop. 

When President Clinton submits his report to Congress in J uly, he'll be poised 
to push for what may be the last opportunity to make good on our promise to ex- 
pand NAFTA to Chile. It is imperative that he do what is necessary to urge Con- 
gress not to weigh NAFTA down with additional burdens that will serve to close 
doors but instead keep those doors of opportunity wide open with fast-track legisla- 
tive authority. 

NAFTA works, and Texas knows it more than anyone. 

o 



